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REAL NEED,

Every business day, information technology
{IT) managers worldwide confront critical
issues as they tend their enterprise IT
environments. They must cope with scale -
managing & growing inventory that typically
runs into the thousands and tens of
thousands of fixed and mobile computing
devices. They face complexity — overseeing
an IT infrastructure with diverse digital
assets such as operating systems and
hundreds or even thousands of applications
running on servers, desktops and laptops,
PDAs, automated teller machines (ATMs}),
point-of-sale terminals and more, across
their extended enterprise. They also race
against an accelerating rate of change -
keeping up with the need to dynamically
support changes driven by external and
internal software providers and publishers,
while at the same time responding to meet
changes and innovations in business
operations. What's more, they have to do all
this with fewer resources, manage costs,
and yet achieve 24/7 availability.

REAL SOLUTIONS,

Public and private enterprises worldwide
rely on software today more than ever
before. To ensure that software remains
reliable and effective, Novadigm pioneered
solutions that business and government
agencies use to automatically deploy and
manage software throughout their
enterprise computing infrastructures. For
large and medium-sized organizations with
any number of networked and mobile
devices, running diverse operating systems
and applications, Novadigm is the premier
intelligent approach for IT software change
and configuration management. By means
of an elegant value proposition that
substitutes automation for manual
intervention, Novadigm helps its customers
do more with less cost, ensures that the
software supporting their business
operations is up to date, reliable and
secure, and makes IT a nimble partner to
enterprise business managers as they
develop new strategic initiatives.

Novadigm customers -- Global 1000 business
enterprises, government organizations and
service providers around the world -- report
software management savings of 80 percent
or more, time-to-market improvements of 70
percent or more, and reliability typically
greater than 99 percent. Novadigm's
adaptive technology makes it possible to
implement operational policies, including the
automatic discovery, deployment, repair,
update, and removal of digital assets such
as operating systems, patches, applications,
settings and content, at scales from the
single individual to the global enterprise.
Novadigm’s solutions have proven customer
success in reducing costs through greater
efficiencies, in improving service levels, and
even in transforming software into a service
that expands marketing channels and opens
new sources of revenue.




-To Our Shareholders‘

and by maintaining our commitment €0 the SHCCESs 6
that they value us more than ever.

large and medium-size commercial and govemmcnt e.ntcrpnses We
both supported our core business and expanded our addressable miar
to target new opportunities with our new products, which we anttcxpaee
will provide significant incremental revenue going forward. .

The Numbers

Revenues for the fiscal year ended March 31, 2003 were $55.5 million -
compared to $63.0 million for the same period of the prior fiscal year;
reflecting lower license revenues on a global basis. The net loss forthe -
current fiscal year was $11.7 million, or $0.60 loss per basic and dxluted
share, compared to a net loss of $6.3 million, or $0.31 loss per basic . :
and diluted share, for the prior fiscal year. The company ended the year
with approximately $29 million in cash, cash equivalents and short-term -
marketable securities, over $3 million higher than the balance at the end- -
of the fiscal 2002, due to strong collections and expense management.

Managing through Market Conditions

A combination of circumstances made the overall sales climate in Fscad ~ =
2003 difficult. A major factor was the soft information technology (IT)
spending environment worldwide, which prompted many enterprises to

weielay prechases; sometines forawindefinierperiody despite recognized:
needs and cost savings associated with vur solutions. Furchermore,
economic conditions made it hard for IT managers to project when
budgets would be able to support the purchases they need. While this
situation creates challenges for us and limits our visibility in the near V
term, we remain confident in our value proposition and the longet—term T
demand for our solutions. S

Moreover, throughout the year, we continued to allocate investments 1o~

new products that make our value propesition even more: compeﬁiﬁg At S
the same time we maintined our invesumerits to increase safes
effectiveness in North America, which we anticipate will Be}p
vichertifyy qualify wad respoirdrasrerierpr

Some of our mvcstments are bearing frutt faster than others
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Leadership Recognition

These new Novadigm releases and
announcements expand our portfolio of
comprehensive solutions that target specific ‘
market segments, and demonstrate our continued ;
technology leadership. Whar's more, in 2003
recognized industry watchers acknowledged our
technology and solutions leadership with two
especially notable accolades.

In its recently released "Worldwide Server
Provisioning and Managemeru Software Forecast |
and Analysis, 2002-2007," industry analyst firm
International Data Corporation (IDC) named
Novadigm as the market leader for revenue share |
in the rapidly expanding server provisioning and
management (SPM) software market. The IDC
report indicates Novadigm "has long been a
technology leader,” praises its desired-state
automation model as "particularly powerful,” and
cites the successful implementation of many
Novadigm customers for server provisioning and
management "in some cases to manage 5,000 or
more servers.” IDC predicts the SPM software
market will grow from $57.3 million in 2002 to
$589.8 million by 2007 for a compound annual
growth rate of 59.4%. It also forecasts an
escalating need for SPM software solutions like
those offered by Novadigm because they enable
IT departments to do more with less to achieve
operational efficiencies and cost savings.

Also, for the fourth consecutive time, Novadigm
was listed in the "Leader” quadrant of industry
analyst Gartner, Inc.'s evaluation of the Desktop
Software Distribution (SD) marker. The Garmer ||
Magic Quadrant evaluates vendors according to
their completeness of vision and ability to
execute, with a focus on company viability.
Novadigm was evaluated on customer acceptance |
and implementation, ability to support many
different platforms and devices, scalability, and
its overall technology leadership. In particular,
the report cites Novadigm’s hallmark
achievement: elevating software distribution from
a simple "target-and-deploy technology to an
adaptive technology that enables system
consistency and availability by tightly integrating
policy definitions to provide continual state-
based management.”

Albion J. Fitzgerald
Chairman and Chief Executive Officer

/Suajc!/ﬁ Sl

Gerald M. Labie
President and Chief Operating Officer
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'An Enduring Value Proposition

1

|

J Novadigm is the premier intelligent solution for
enterprises managing thousands of networked

Jl and mobile devices with diverse operating
systems and applications. As the established
technical pioneer in automating the management
 of software that enterprises use to run their

| businesses, we continue to occupy a technology
|leadership position that is literally years ahead of
|the competition. By means of an elegant value

| proposition that substitutes automation for

it manual intervention, we help our customers ‘
tachieve significantly better results, ensure that

their businesses stay up and running, and make

‘ IT an essential enabler as enterprises address new

, business opportunities.

|
g
By design, we target large and medium-size

commercial and government enterprises, as our
solutions best meet the scale, complexity, and
i ‘( rate of change with which their IT
infrastrucrures must cope. Our history of

f  cxpansions and new product sales to existing

: customers indicate the value of this approach,
and our additional solutions, which furcher

B ' reduce infrastructure costs, enhance our value

| proposition to new customers.

|| Looking Ahead

We began our new fiscal year with a fong-held
market leadership position, more products and
- market opportunities, a large base of successful
i customers worldwide, and a strong balance sheet.
At the same time, the entire IT industry
increasingly recognizes the growing need for
automated change and configuration
management tools such as those that Novadigm
s | pioneered and continues to bring to the

| marketplace today. We intend to leverage these
- advantages, together with improving our sales
productivity, increasing our partner business, and
continuing to extend our Radia solutions to
make our value proposition even more
compelling to large and medium-size enterprises.
We believe this strategy will enable us to
maximize our revenue opportunities as we face
constrained IT spending conditions in the short
term, as well as to continue to build the value of
our company for the long term.

As always, we express special thanks to our
employees who so diligently deliver our value
proposition to customers and partners, and to
our shareholders, to whom we lock forward to
reporting our progress in fiscal 2004.
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adaplive management tecnnoiogy ledd Sy I S 2Dy 10 automaticaily and conunuously bring poiicy-based change

Nt to 11 infrastructure. Novadigm's comprehensive Solutions operate across and roughout the enterprise {T
NG applicatons and COnte TP ES OT enterprise Computing devices inciuding servers, desktops, laptops,
nternet osks. Within each computing
fovadigm SOIUTIONS reach top-10-Dottom, managing its many sorware fayers, sucft as the operating system, patches, application a
+ang settings. Novadigm solutions manage software and other digial assets throughoutty gir full lifecycle, allowing
TWare from targeted £S across complex environments

New and updated releases of sottware
compohents. ...\

NTERPRISE PO E—

With increasing frequency, external software providers Radia allows all these components to be organized and
1.e. IVlicrosoft) and interna developers publish new appropriately matched into personalized configurations
And updated components of operating systems, according to organizational policies that define the
datches, applications and content for each software desired" software and content for each device and user.
Bpplication, device and platiorm. or example, a policy might specify that an accountant’s

Hesktop should have the latest tax schedules, or that an
MMneeded application be removed after a merger.
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5.4
REAL PROCRE

Erterprises embrace Nevadigm's appresch for adapive menagement becauss of fis poweriyl
valve propestion, whieh Transcends mere software distibudon or & one-time migration. The
company’s selutiens funciion s & business teel, with & retum en invesiment thet grows
througheut the entre e eyele of the solution. Acress & customer base of 500 enterprises,
Nevedigm suppens the mest imporant IT inffetives es it keeps the entire enterprise seltware
Infrastrusturs In line wih business demand, helps W inersase service levels, culs costs, and
ensures et sefiware-enabled services are running reliably and svellaibie to these who need
%, and enly t thess whe ere eatied to use k. Plus, underlying the seemiess integration ef
gach ndividuel Redle solutien wortdng alene er with the ether Redie selvifons is & cemmen
tsehnolegy arshiteeture that eesily extends to address new epgoruniies, s enterprises
reach eut beyend thelr berders to serve new markets. For IT axeeutives needing to cut costs
ang demonsivatie velue, supper growth witheut investment, and mitigete rsk yet nnovate,
Nevadigm condnves to prove fself with & solid business case.

[RHIRERILL
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kNGVAD!GM’S SOLUTION: HANDL!NG SCALE
S COMPLEX!TY AND RATE OF CHANGE :

: Imtcad of outsourcmg the Wmdows Xp
“mnigration, Royal & SunAlliance selected
k NmfadxgmsRadxa ‘Management Suite to
- implement a self-service IT digital assec
management strategy. Wich Radia, the
- comipany set up a secure Web-based software
.- mall; which enables downloading of software
- and applications to which each uset is
~ individually entitled. The mall also permzzs :
' employees to update and repair their software
" te-an "always right"” configuration across
thousands of devices, resulting in full lifecycle
~management of software according to each
employees personalized user profile ~
_-automatically without IT intervention. In
effect, self-service software management -
‘transformed IT services:in the same way self-
- service ATM management redefined banking. -
With Radia, Royal & SunAlliance increased
- -the efficiency with which it maintains its
"~ digital assets, achieved a payback in 4 months

7 of adapring o the company’s evolving -
;;‘i‘;s'Qﬁ:wara conﬁguratlon anagement peeds.

i

The‘ need to manage hardware and software in
- IT environments even larger than Royal &
- bunAlhance is common among Novadigm’s
‘ e, a major European- -
ons firm used Radia for.

- and support 200 agph;:atmns for more than
© 96,000 devices, inchuding servers, dﬁsktops, .
7 and Iaptops Ounly 10 support staff
" .- administered the entire process. This seflects.
- an efficiency ratio of a single IT specialist for
" every 10, OOO ‘users. Morcover, Novadigm’s

Iy zo business

i

evels extremeiv high, and significantly reduices

_and implemented a flexible solution capable
' ~-Novadigm solution differentiator. When an

demands, helps keep internal customer service

IT costs.

In an-engagement that involves even greater
scale and complexity, Novadigm is providing
the automated software management for more

“than- 100,000 desktops, laptops and servers
‘to,r 2 European government agency. “The
pm;cct included roflout of Windows 2000 - - -mm

workstations and servers in more than 800
locations, reaching a record-serting pace of
over 12,000 newly provisioned workstations
in a single month. Radia then uses defined IT
policies to automatically deliver, install and
manage the appropriate user applications and

~comtent, which includes the ability to heal any

‘broken’ applications that Radia detects.

Helping enterprises keep pace with change
ranging from a single application update to a
massive technology refresh is another

“expansion required the European government -
" agehicy to integrate different departmen,s T

systems, Novadigm’s solution provided a
cenvergence strategy to update and
standardize the software infrastructutre across

both departments. Moreover, with each

successive change in legislation and

“ organizational structure, the Novadigm
“solution’s flexibility and scalability will allow

the agency to adapt ~ no matter how fast the
change occurs, how complex the software
management issues become, or how large the
infrastructuee’s scale.

anagement allows a‘lean







NOVADIGM’S SOLUTION

INCREASING SERVICE

~LEVELS WHlLE REDUCING COSTS

' heyCorp seiected Radxa Managc«nent Suite
 for deployment and continuous automated

management of applications related to its call

_ center operations, retail banking servers, and
- imaging systems used to digitize and archive

checks and other paper chumcnts The
sollout consolidated more than 100 desktop
configurations 1o a single standard, resulting

~in lower support costs and faster problem

o

resolution. The company now deploys a new
application to 1,000 devices in the time it
previously rook to manually install the same

software on just one machine. Moreover, once

the applications are deployed reliably, they are

.- maintained dccording vo-the prescribed policy

and "self-healed” automatically. Radia’s high

‘deployment reliability and desired-state ~
‘auromation help keep KeyCorp’s software

current and available. In addition to the
benefirs of accelerated time-to-marker for
applications supporting its business processes

~-and Jower support costs, KeyCorp achieved a
: 17-mom;h payback on its investment.

Effective server provisioning is a lynchpin for
maximizing uptime — especially for Web-
based services. When a Furopean-based

— Global 500 insurance company needed to

integrate two. disparate IT environmients after

_ " amerges, it identified as a high-priority
: ;.Qi:\gccuvc the conrmued meroduction of its
‘e-commetce initiasive, which provides

customers Internet-based access to integrated,

_multi-product offetings, including insurance
- plans; stock purchases, savmgs opportunities,
- and wealth management. The company
. selected Radia to manage an array of
- applications across more than 200 Windows
© NT servers because the solution’s abiliey to
) stuchmnue so&ware managcmem tasks

B3 E

precisely enabled IT to avoid shutting down
Web sites or currailing 24/7 online services.
Radia’s policy-based management capabilities
make it possible to target and update clusters
of as many as 50 servers in less than 30
minutes without shutting out access to the
Web site. Radia ensures immediacy and
consistency in the cutover to new software
versions, eliminating the risk that online
customers could be switched in the midst of a
transaction to another server running
inconsistent software ot using out-of-date tare
tables. Moreover, the company protects its
entire Web server environment against virus
artacks thanks co Radia’s automatic and

“reliable distribution of aniti-virus updates. -

across all servers.

Novadigm’s reliable management of software
changes across IT environments with little or
no manual IT involvement has significant
benefits to application availability, And that in
murn directly affects business availability and -
operational costs. To quantify this, Novadigm
tracked the experiences of one customer ~ a
major European tax agency — as it completed
over 340,000 discrete software updates on - -

more than 60,000 workstations in a threesweak = -

period. The study took into account average
salaries of managers and support seaff; as well as
the cost of lost user productivity. The findings -

_ showed that Novadigm's solution achieved 2

greater than 99% deployment reliability,
representing 2 multi-million dollar annual
savings over traditional software distribution
wools, which typically provide less rehabﬂlty

even in smatler and simpler environments.



7-Eleven, Inc. is the Jargest chain in the
convemence retailing industry, operating or
HEETHY 5 500 seorEs T e Uniited®
Even though as a convenience store its name is
most often associated with selling physical

goods, the company’s forward-thinking business
model relies on much more than just the timely

replenishment of supplies. 7-Eleven is pussuing
an e-commerce strategy to offer a spectrum of

new services to its customer base. The strategy -

leverages the distributed network of NT servers

in every store, each of which operates hardware

‘Verizon residential phone services, money
~ orders and money transfers. Additional

such as cash registers, gas pumps, :

mnovatwe "Veom (virtual commerce

mcludm thc 20 to 30 apphmuons that support wxrelbss phone cards. In alf cases, che

activities :cia,ted to ordering, accounting, and . . ‘e-commerce strategy requires that software and
 the processing of money orders and -

_content for these services be continuously
crcdxtfdcbxdstowi vaiue cards

The recendy msmlicd Vcom iuosks ei*Yer
traditional ATM transactions, check cashmg, -




~ NOVADIGM'S SOLUTION: TRANSFORMING
SOFTWARE INTO AN INNOVATIVE SERVICE

By implementing Novadigms solutions to

-manage the software on its in-store servers,

7-Eleven leverages its existing IT infrastructure
investunent with both an efficiency ool and a
steategic business enabler. Radia automatically
maintains each store’s software-based services to
the specific policy-based "desired state” thae IT
defines, which reduces administration costs
while increasing the speed, efficiency, and

constant availability thar an around-the-clock

business demands. Moreover, because Radia
seamlessly supports a heterogeneous IT
infrastructure, 7-Eleven gains a valuable business

~ facilitator capable of expanding to any kind of

computing device and platform on the network.
In this way, the company can nimbly pursue

new business opportunities by ahbnmg IT with -
software-dependent revenue initiatives such as

the Veom kiosks. The result is an already agile
company applying its IT infrastructure
innovatively in suppore of customer service and

new commercial objectives,

In another examplc of supporting strategic
“business initiatives, Novadigm helped a global

news, information, and technology company
innovate its business model on 2 farger scale
than previously possible. Instead of physically
shipping replacement workstations to
customets, the company launched an
additional set of financial applications for
institutional customers via the Internet.

* Novadigm’s robust technology easily adapred

the company’s software services for auromatic

- and reliable Internet diseribution; delivering

applications while cost-effectively scaling
upward to keep pace with an expanding base
of subscribers.

* wants, and ensure that that IT can quicld'y, o

When a major overseas telecommuriications

company deployed 5,000 PDAs to increase 1ts; i
field technicians’ productivity, it called on. = =
Novadigm to distribute and manage the i
remote and mobile PDA software with the
same efficiency, reliability, and security as it
already did for its 40,000 deskrops and :
leptops and 2,000 servers. Novadigm reduces
costs by automarically providing software
inventory, deployment, updare and repair-of
applications over wireless LAN and modem™ -
connections or through docking cradles
artached to networked computers. Because
handheld devices on the move are highly
vulnerable to loss and theft, Novadigm secures
and protects applications and content before
deployment. Plus Radia can automatmaﬂv
remove dara from the PDA if it goes mnasmg
or if there are unauthorized attempts to access
the device.

In a novel vision of creating revenue streams
out of what was a cost center, a North -
American bank is applying Novadigm’s -
extensive capabilities to deploy multimedia™ =~
content on its next-generation Web-cnabled
automated teller machines. Through :
Novadigm’s centrally managed control, the -
bank can time and targer video files-and
multimedia content to ATMs in specific
geographic zones to support marketing -~ 0
inidatives. This ability vividly ituscrates © -
Novadigm's ability to take a business
anywhere-it:-wants to go, on-any device-it~—- -

reliably and cost-effectively provide the -
software-enabled services that support. exxstmg
business processes and the i innovative services . -7
rcquncd to meet new initiatives. T




Quarterly Financial Data (unaudited)

quarter ended
(Amounts in thounsands Ma: 31, Dec. 31, Sept 30, Jre 30, Mar. 31, Dec. 31 Sept 30, Jne 30,
except per share amounts) 208 02 2002 2002 2002 2001 200t 2001
revenues:

Licenses $9,606  $4607 $10552  $4729  $12365  $8632  $9,074  $9,087

7,020 6,653 5,961 6,330 5,143 6,615 6,185 5,849

Maintenance and services

Toeal revenues 16,626 11,260 16,513 11,059 17,508 15,247 15,259 14,936

operating expenses:
Cost of licenses-amortization

of intangible asset 334 334 333 334 335 276 - -
Cost of maintenance and services 3,939 3,392 3,344 3,558 3,241 2,983 2,896 2,982
Sales and marketing 6,419 6,533 7,132 6,314 7,288 6,856 6,796 6,569
Research and development 2,456 2,411 2,587 2,595 2,775 2,527 2,538 2,583
General and administrative 2,883 3,396 3,031 2,799 2,505 2,908 2,904 2,729
Amortization of intangibles - - - 2,018 2,018 2,018 2,018 2,018
Tota! operating expenses 16,031 16,066 16,427 17,618 18,162 17,568 17,152 16,881
Operating income (loss) 595 (4,806) 86 (6,559) (654) (2,321) {1,893) (1,945)
Interest income, net 82 79 112 111 134 88 224 329
Other income (expense), net (384) 34 (109) (324) (145) (131) 86 (30)
Income {loss) before provision
for income taxes 293 (4,693 89 6,772) {665) (2,364) (1,583) {1,646)
Provision for income taxes (116) 553 43 165 11 - - -
Net income (loss) $ 409 $(5246) $ 46  $(6,937) $ (676) % (2,364) S (1,583) § (L.646)
Net income (loss} per basic share (1) § 0.02 $ (0.27) $ (0.00} $ 34) $ (003 ¢ 012y § (008 % (0.08)
Weighted average common shares
outstanding-basic 19,353 19,455 19,706 20,175 20,100 19,946 19,874 19,885
Income (loss) per share — diluced (1) $ 002 $ (027 $ (0O0) $ (034 § (003 $ (0.12) § (0.08) $ (0.08)

Weighted average common shares
outstanding-dilured 19,361 19,455 20,230 20,175 20,100 19,946 19,874 19,885

as a percentage of total

revenues:
Licenses 57.8% 40.9% 63.9% 42.8% 70.6% 56.6% 59.5% 60.8%
Maintenance and services 42.2% 59.1% 36.1% 57.2% 29.4% 43.4% 40.5% 39.2%
Toral revenues 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

operating expenses:
Cost of licenses — amortization of

intangible asset 2.0% 3.0% 2.0% 3.0% 1.9% 1.8% 0.0% 0.0%
Cost of maintenance and services 23.7% 30.1% 20.3% 32.2% 18.5% 19.5% 19.1% 20.0%
Sales and markering 38.6% 58.0% 43.2% 57.1% 41.6% 45.0% 44.5% 44.0%
Research and development 14.8% 21.4% 15.7% 23.5% 15.9% 16.6% 16.6% 17.3%
General and administrative 17.3% 30.2% 18.3% 25.3% 14.3% 19.1% 19.0% 18.2%
Amortization of intangfbles 0.0% 0.0% 0.0% 18.2% 11.5% 13.2% 13.2% 13.5%

Total operating expenses 96.4% 142.7% 99.5% 159.3% 103.7% 115.2% 112.4% 113.0%
Operating income (loss) 3.6% (42.7Y% 0.5% (59.3)% (3.7% (15.2)% (12.4)% (13.0)%
Interest income, net 0.5% 0.7% 0.7% 1.0% 0.7% 0.6% 1.5% 2.2%
Other income (expense), net (2.3)% 0.3% 0.7)% (2.9)% (0.8)% (0.9)% 0.5% (0.2)%
Income {loss) before provision

for income raxes 1.8% (41.7)% 0.5% (61.2)% (3.8)% (15.5)% (10.4)% (11.0)%
Provision for income raxes 0.7)% 4.9% 0.2% 1.5% 0.1% 0.0% 0.0% 0.0%
Net income (loss) 2.5% (46.6)% 0.3% (62.7)% (3.9% {15.5)% (10.4)% (11.00%

(1) Basic and diluted net income {loss) per common share is computed independently for each quarter. Therefore, the sum of the quarters will not
necessarily equal the basic and diluted net income (loss) per common share for the full year.

B




Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended March 31, 2003
0-26156

{Commission File Number)

Novadigm, Inc.

(Exact name of registrant as specified in its charter)

DBelaware 22-3160347
(State or other jurisdiction of (I.R.S. Employer
‘incorporation or organization) Identification No.)

One International Bivd,, Mahwah, NJ 07495

{Address of principal executive offices, including zip code)

(201) 512-1000

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, $.061 par value

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes O No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of
this chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive
proxy or information statements incorporated by reference in Part ITI of this Form 10-K or any amendment to this
Form 10-K. O

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). O Yes No

The aggregate market value of the registrant’s Common Stock held by non-affiliates of the registrant as of
September 30, 2002 (the last business day of the registrant’s most recently completed second fiscal quarter), based
upon the closing price of the Common Stock on that date, as reported on the NASDAQ National Market, was
approximately $28,302,076. Shares of Common Stock held by each executive officer and director and by each person
who owns 10% or more of the outstanding Common Stock have been excluded in that such persons may be deemed to
be affiliates. This determination of affiliates status is not necessarily a conclusive determination for other purposes.

On June 23, 2003, there were 19,157,456 shares of the registrant’s Common Stock outstanding.
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reference to the specified portions of the registrant’s definitive Proxy Statement, to be filed pursuant to

. Regulation 14A under the Securities Exchange Act of 1934, for the Annual Meeting of Stockholders to be held
September 17, 2003.
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Cautionary Note Regarding Forward-Looking Statements

Because we want to provide you with meaningful and useful information, this Annual Report on
Form 10-K includes forward-looking statements (as such term is defined in Section 21E of the Securities
Exchange Act of 1934, as amended) that reflect our current expectations about our future results,
performance, prospects and opportunities. Where possible, we have attempted to identify these forward-
looking statements by using words such as “may,” “will,” “expects,” “anticipates,” “believes,” “intends,”
“estimates,” “could” or similar expressions. These forward-looking statements are based on information
currently available to us and are subject to 2 number of risks, uncertainties and other factors that could cause
our actual results, performance, prospects or opportunities to differ materially from those expressed in, or
implied by, these forward-looking statements. See Item 1. “Business — Risk Factors” for a description of
these and other risks, uncertainties and factors.

3 6

You should not place undue reliance on any forward-looking statements. Except as expressly required by
the federal securities laws, we undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events, changed circumstances or any other reason
after the date of this Annual Report on Form 10-K.

PART |

Item 1. Business

The following discussion contains forward-looking statements that are subject to risks, uncertainties and
other factors, including those discussed under “Risk Factors” that could cause our actual results, performance,
prospects or opportunities to differ materially from those expressed in, or implied by, these forward-looking
statements. See “Cautionary Note Regarding Forward-Looking Statements.”

T TS

All references in this Annual Report on Form 10-K to “we” “us,” “our,” “Novadigm®” and the
“Company” refer to Novadigm, Inic. and its subsidiaries.

Overview

We develop, market and support software solutions that automate configuration and change management
of digital assets, such as operating systems, applications, content and configuration settings, for enterprise
information technology (“IT”) organizations, service providers, outsourcers and software content providers.
By automating the management of digital assets, our customers can provide their employees, partners, and
customers with software-enabled services quickly and reliably at reduced costs.

Our Radia family of software products and related services provide comprehensive solutions that
automate configuration and change management for software and other digital assets throughout their
operating lifecycles on a wide range of enterprise computing devices, including servers, desktops, laptops,
handhelds and specialty computing devices such as automated-telier machines (ATMs), point of sale
terminals and Internet kiosks. Our suite of integrated products, built with our proprietary technology, work
seamlessly together as an end-to-end solution that can efficiently, reliably and scalably manage the full range
of today’s software and content, personalized for one individual or millions of users.

Our customers include leading public and commercial Global 1000 enterprises, outsourcers and service
providers around the world.

Background

We target large and medium-size enterprises, government and public sector organizations and service
providers with numerous user communities, such as corporate employees and remote/mobile users, as well as
customers, partners, suppliers and consumers beyond the corporate firewall. These enterprises face the
challenge of reducing costs and maintaining high availability and reliability of software-enabled business
services to thousands or hundreds-of-thousands of computing devices, across increasingly complex computing
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environments. The software configuration and change management solutions that we offer them span a
number of IT management categories, including software distribution, software management, device manage-
ment, desktop, mobile and server management, asset management, patch management, configuration and
change management, and infrastructure management.

Demand for our solutions is fueled by near-term information technology management needs and major
trends:

Enterprise IT priorities. Business expectations and demands on IT services continue to escalate while
resources continue to be constrained. Enterprise IT executives face a multi-faceted challenge to
constrain or reduce budgets, while at the same time improve service delivery, enhance systems security
and increase development to keep pace with the business. As a result, I'T organizations are streamlining
IT processes and implementing automated tools to increase operational efficiency.

Enterprise IT expansion. One of the key changes underway in the enterprise is its transformation
from a firewall-enclosed environment into an extended enterprise that is reaching out to a rapidly
growing population of remote/mobile users as well as partners and customers via the Internet.
Enterprises and government agencies are providing new “e-services” requiring the provisioning of
applications and content as part of new software-enabled services for internal and external customers.

Enterprise IT evolution. The ongoing evolution and adoption of information technologies within the
enterprise such as new operating system versions, servers (such as blade servers), directory technolo-
gies, business applications and intranets, present significant management challenges. For example,
migrations to the Windows XP platform include a complete and continuous rollout of operating system
and service packs, systems management and application packaging tools, and directory server software,
as well as new applications and upgrades from software providers.

Customers

Our principal customers include enterprises and organizations with widely deployed and large-scale
heterogeneous networks. As of March 31, 2003, our products had been licensed directly by us or through
distributors to more than 500 customers worldwide.

Our customers include leading public and commercial Global 1000 enterprises, enterprise outsourcers
and service providers around the world in a wide variety of industry sectors, such as American Honda Motor
Co., Inc. in automotive; KeyBank National Association in banking; PPG Industries, Inc. in chemicals; Pitney
Bowes Inc. in computer hardware; National Semiconductor Corporation in electronics; Schlumberger Oilfield
Services in energy; Fluor Corporation in engineering-construction; Cargill, Incorporated in food-agricultural
services; the U.S. Postal Service in government; Kindred Healthcare, Inc. in healthcare; The Prudential
Insurance Company of America in insurance; National Basketball Association in leisure; Owens-Illinois, Inc.
in manufacturing; Reuters Limited in media; EDS in outsourcing services; Schering-Plough Corporation in
pharmaceutical; Cap Gemini Ernst & Young in professional services; The Gap, Inc, in retail; British
Telecommunications plc. in telecommunications; J.B. Hunt Transportation Services, Inc. in transportation;
and KeySpan Corporation in utilities.

Strategy

Our objective is to be the leading provider of solutions for automating the management of software and
other digital assets for medium and large enterprises. Key components of our strategy to achieve this objective
include:

Expanding Our Technology Leadership. We are acknowledged by industry analysts for technology
vision and leadership, and believe that our unique adaptive management technology, together with our
comprehensive product set and broad platform coverage, distinguish our solutions from those of other
vendors. We intend to continue to develop new products and enhancements to existing products that
are responsive to the growing configuration and change management needs of the marketplace, thereby
expanding our market opportunities.
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Increasing Our Productivity and Reach of Our Channels. We intend to continue our focus on
increasing productivity and coverage of our direct sales channels, leveraging and expanding our
relationships with outsourcers, service providers and technology partners, and developing additional
sales and marketing channels serving the mid-sized and large enterprise marketplace.

Expanding Our Customer Relationships. Our current customer base is comprised of public and
private sector customers around the world. We believe that the strength of our value proposition and
ability to meet the needs of our customer base, together with the broad range of capabilities in our
comprehensive solutions, increasingly position us to be a strategic provider to our customers as they
evolve and extend their enterprise IT infrastructures. We intend to expand our relationships and
licenses with existing customers by maintaining our track record of successful implementations and
high levels of customer satisfaction, and by providing additional solutions that meet their needs.

Novadigm Solutions

Our Radia products may be used individually or in standard combinations to provide comprehensive
lifecycle solutions that automate a wide variety of ongoing IT management activities, such as:

» Server Management
+ Desktop Management

« Mobile Management

Specialty Device Management (ATMs, point-of-sale terminals, Internet kiosks)
» Operating System Management

» Patch Management

« Application and Content Management

+ Inventory and Usage Management

These solutions also facilitate a variety of major IT projects such as desktop standardization, server
consolidation, software license management, asset management, application deployment, PC replacement and
OS migration, server provisioning/re-purposing, and software infrastructure security.

In addition, our products may be combined into custom solutions to support services that are distinctive
to our customers’ businesses such as Internet subscriptions, self-service IT management, and just-in-time
Web application delivery.

We believe that our solutions distinguish themselves in the marketplace because of their depth and
breadth, high automation, reliability and scalability, ease of deployment and use, and their expandability and
flexibility. For example, a desktop management solution can be easily expanded to a larger, integrated solution
for managing laptops, servers, and PDAs, or to incorporate management of specialty enterprise computing
devices such as ATMs, point-of-sale terminals or Internet kiosks. In addition, specialized Radia solutions can
be quickly implemented to enable IT organizations and service providers to deliver a variety of innovative
services offered to customers across the Internet. In this way, our customers can implement our individual
solutions that each provide immediate value and serve their current needs, while progressively building a
comprehensive solution that meets future software change and configuration management needs.

Overall business benefits of our solutions include:

Reduced IT costs. OQur solutions significantly reduce information technology (IT) operating costs and
lower total cost of ownership (TCO) by streamlining IT management processes from end-to-end and
eliminating manual installation and administration.

Business continuity assurance. Qur solutions improve the continuity of software-enabled services by
ensuring that the underlying software is up-to-date and protected against vulnerabilities.
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IT afignment to the business. Our solutions accelerate deployment and provide continuous adaptive
management of software, to ensure that IT can quickly, reliably and cost-effectively provide the
software-enabled services that support existing business processes and the innovative services required
to meet new initiatives.

With our automated, adaptive management solutions, IT organizations and service providers can respond
to business demands and provide software services quickly, reliably and cost-effectively to large audiences of
employees and customers, across rapidly changing and increasingly complex enterprise, wireless and Internet
environments.

Products

We offer six policy-based adaptive management application products with support for major enterprise
platforms, each with versions available for a variety of platforms including Microsoft Windows, UNIX, Linux
and Macintosh that can be used individually or combined into integrated solutions. Together with the
management application products, we offer management extensions products that provide additional function-
ality. All of our products share a common technology foundation.

Management Application Products;

Function Product Capability
Asset Management ...... Radia Inventory Manager Detects, discovers and collects information
about IT assets
Radia Usage Manager Tracks application and software usage
information

OS Migration and
Management .......... Radia OS Manager Provisions and manages operating systems

Application and Content
Management .......... Radia Application Manager  Deploys, updates, repairs and retires
applications and content

Radia Software Manager Provides user self-service management of
application, content and other software
services

Infrastructure Security . ... Radia Patch Manager Acquires, assesses, analyzes impact, deploys

and assures compliance of patches, service
packs and hot fixes

Our management extensions products provide additional capabilities including Web-based administra-
tion, packaging and publishing, and configuration analysis, as well as support for various open standards, and
integration with third-party management products in categories such as network and systems management,
help desk, source code management, packaging and migration, directories, databases, license metering, asset
management and security, from a variety of vendors, including BMC Software, Computer Associates,
Hewlett-Packard Company, IBM/Tivoli, Microsoft, and Oracle.

Our predecessor product, Enterprise Desktop Manager (EDM), introduced in 1993, continues to provide
policy-based adaptive management of software and content for its existing customers.

Our products support a wide variety of server and client platforms typically found in mid to large-
enterprise IT environments, including Microsoft Windows 9X/NT/2000/XP/2003/WinCE/Pocket PC,
Palm OS, IBM AIX and OS/2, Apple Mac and Mac OS X, Compaq Tru64, HP-UX, Novell NetWare,
Linux, Reliant, SGI-IRIX, Sun Solaris and IBM 4690.

During fiscal 2003 we released several new or enhanced Radia product components and we expect to
continue to release new and enhanced Radia product components on a regular basis.
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Technology

Our products share a common technology foundation, which facilitates the rapid implementation of new
products, while eliminating redundant processing and data activities. It also provides a seamless integration
among product components in Radia solutions, which enables a significantly higher degree of IT management
process automation. Characteristics of our unique adaptive management technology include:

Adaptive Configuration Management. Our desired-state process can automatically configure any of
the device software layers — OS, patches, images, applications, content, personalities, settings, access
entitlements — for highly personalized user environments and install them as dictated by administra-
tive policies or user preferences. As software versions, user requirements and device configurations
change, the affected software and content is automatically differenced using patented techniques, and
reconfigured to correspond to the desired state, thus eliminating the need for manual user or
administrator involvement.

Policy-Based Management. Our policy-based model allows IT administrators to efficiently and
concisely define entitlements controlling the deployment of software and content to devices, authorized
users or subscribers. Subsequent changes to policies and entitlements cause software and content to be
automatically installed, changed or de-installed for all affected users and devices. This highly
automated responsiveness to continually changing and personalized needs of users and devices is
essential to managing software and content in large-scale enterprise and e-business environments.

Bandwidth Optimization. Our comprehensive bandwidth management capabilities, including multi-
casting, bandwidth throttling, configuration and component differencing, compression, and distributed
caching, assure optimized use of network resources and a minimum of traffic and wait-time for
bandwidth-constrained networks.

Architecture. Radia’s “n-tier” highly scalable architecture enables the management of very large
numbers of distributed devices and application targets across complex global operations, with
administration from any point. With this flexible component-based architecture, our products can be
implemented separately and expanded rapidly to meet customer needs.

Configuration Database. Our configuration database contains all of the information necessary to
manage software and other digital assets. Software, hardware and configuration data including
inventory, usage, digital assets and their component manifests, entitlement policies and security and
access rules for Radia administrators is consolidated and managed cohesively. This comprehensive
collection of configuration data provides visibility and control of the software infrastructure, allows
comprehensive impact analysis and reporting of IT assets, and enables a higher level of automation of
operational tasks.

Web-based Administration. Radia Management Portal provides role-based workflow tasks and
dialogs based on [T Infrastructure Library (ITIL) industry standards for consistent and secure Radia
administration and operations. For ease and speed of Radia implementation, the Portal discovers newly
installed devices on the network automatically and enables IT administrators to install Radia product
components remotely.

We believe that our highly evolved technology enables our products and solutions to provide significantly
more automation, reliability, scalability, efficiency and manageability and, ultimately, greater business benefits
to our customers than other products in the marketplace.

Services

To facilitate implementation and integration of our products, we offer a range of support programs and
services that complement our products.

Customer Support. Customers who subscribe to our maintenance program have access to our
technical support facilities 24 hours a day, seven days a week via our support site, electronic mail and
facsimile lines and are entitled to receive software updates, maintenance releases and documentation

.

NoOvADIGM e FORM 10-K



for an annual maintenance fee. OQur technical support centers located in North America and in Europe
provide telephone support during business hours and 24/7 emergency support to customers worldwide.
We also offer specialized support services, such as our Packaging Lab, which provides expertise in the
best practices of packaging popular applications,

Customer Groups. We provide user forums such as our Customer Advisory Group meetings and user
conferences in the US and Europe, for customers and partners to network with each other and interact
directly with Novadigm engineers, support staff and executive management.

Consulting. Our professional services organization in the United States, Canada, Great Britain,
France and Germany and a growing number of Novadigm-certified service providers located through-
out Europe, Asia, South America, the Middle East and Africa are available to consult with customers
on project planning and systems implementation and integration. The implementation of Novadigm’s
products does not require significant customization or modification and follows an IT Infrastructure
Library based 5-step sequence of: gathering and defining the requirements and recommended solution;
architecting and designing the solution; developing the planned infrastructure; implementing the
solution; and operating/maintaining the solution. Consulting services are typically billed on a time and
materials basis at our then current standard rates.

Education. We offer regional and on-site training courses for the implementation and administration
of our products. Product training is provided on a scheduled basis at our corporate training facilities in
Mahwah, New Jersey, and in our regional offices in Paris, London and Munich, as well as at customer
sites throughout the world. We also offer custom course development for certain of our products. We
bill our education services on a per class and per student basis,

Sales, Marketing and Channels

We market our software and services through our direct sales force and indirect channel partners
worldwide. We manage sales activities in North America, the Pacific Rim and Latin America (“AAA”) from
our offices in Mahwah, New Jersey; Emeryville, California; and Chicago, Illinois; and in Europe, the Middle
East and Africa (“EMEA”) from our offices located near Paris, France; London, England; and Munich,
Germany. Revenues from our direct sales forces accounted for approximately 81%, 92% and 86% of our total
revenues for fiscal year 2003, 2002 and 2001, respectively. Revenues from sales to customers in North
America, the Pacific Rim and Latin America accounted for approximately 48%, 55% and 54% of our total
revenues for fiscal year 2003, 2002 and 2001, respectively.

Our marketing activities are designed to build market awareness, generate qualified leads, and supply
sales channels with positioning, presentation materials and product collateral to help generate and develop
qualified customer prospects.

Our direct sales organization is divided into specialized teams of pre-sales specialists, account managers
and implementation consultants who work together to provide an integrated selling approach to the customer.
Our indirect channels are based on business arrangements with value-added resellers (VARs), systems
integrators, outsourcers and distributors that are selected and trained by us to provide marketing, sales, post-
sales support and services for our products. We also maintain a network of service providers worldwide that
offer our customers services to accelerate their implementations. These business arrangements are also useful
to us in identifying new products and product enhancements that are responsive to customer and market
requirements. We believe that we have been successful in minimizing marketing conflicts between our
worldwide direct and indirect sales channels.

We participate in the beta programs and partnering programs of market leaders, including Hewlett-
Packard, Microsoft and IBM. We continue to seek to expand our existing technology, marketing and selling
relationships, and to establish new such relationships.

In June 2000, we entered into a strategic alliance agreement with Hewlett-Packard to integrate, market
and sell our software and content management products with Hewlett-Packard's HP OpenView management
solutions for the enterprise and service provider markets. This agreement is scheduled to terminate on June 30,
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2003. In November 2002, we and HP signed an HP OpenView Solution Alliance agreement, under which we
expect to continue key aspects of the prior agreement. (See Part I, Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations™).

In November 2002, we and HP OpenView announced a special program for Radia to be the replacement
product for HP OpenView’s server software management products IT Administrator (ITA) and Software
Distributor (SD) products. We and HP collaborated to enhance Radia functionality and HP OpenView
integration so that ITA and SD customers would still receive the same levels of interoperability between Radia
and HP OpenView products that they had received with their HP OpenView products.

We and HP have a cooperative sales model, which provides a process for introducing each company’s
sales representatives into targeted accounts. This sales model is supplemented by joint educational and
marketing initiatives. In addition to sales cooperation, a number of HP services consultants are Novadigm-
certified consultants.

In 2001, HP Managed Services (HPMS), HP’s outsourcing division, selected Radia as an offering to its
trade customers in support of various desktop and infrastructure outsourcing solutions provided by HP.
Novadigm provides HPMS with product, product expertise, technical and sales training. HPMS provides its
customers with implementation and support services.

Financial Information about Geographic Areas

For additional financial information regarding our foreign and domestic operations and sales, see Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operation” and Note 11 to our
Consolidated Financial Statements included in this Annual Report.

Product Development

Since our inception, we have focused on, and made substantial investments in, product development. In
fiscal 2003, 2002 and 2001, our total research and development expenses were approximately $10 million,
$10 million and $9 million, respectively. To date, we have not capitalized any software development costs.

We anticipate that we will continue to commit substantial resources to research and development, as we
believe that our future success depends in large part on our ability to maintain and enhance the functionality of
our current line of products and to develop and introduce new products that keep pace with technological
developments, achieve market acceptance and respond to an ever-expanding range of customer requirements.
We intend to enhance our existing product offerings and to introduce new products for the enterprise software
and configuration management market. Although we expect to develop certain of our new products and
product enhancements internally, we may also acquire technology and/or products from third parties or
consultants.

Competition

The market for software change and configuration management for large and medium enterprises is
intense, complex and rapidly changing. We have competitors who include some limited software management
capabilities with other IT management tools, and other competitors who provide software management
capabilities primarily focused on particular devices and/or types of software, e.g., servers, or operating
systems, or patches.

Our competitors today include several large companies — Computer Associates, IBM/Tivoli, Microsoft
and Novell — and a number of smaller companies including Altiris, LANDesk, Marimba, ON Technology,
Opsware and Xcellenet. We believe that we compete on the basis of our:

= experience, expertise and long-term focus on the software configuration and change management needs
of large and medium enterprises
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« acknowledged depth and breadth of our end-to-end technology and solutions which make them
particularly effective in complex environments

« widely demonstrated ability to support customers in achieving success and in realizing immediate and
long-term operational and financial benefits

« proven ability to innovate and deliver new capabilities and solutions to address the evolving needs of
our large and medium-size customers.

Intellectual Property and Other Proprietary Rights

In December 1996 and in September 2001, we were issued patents from the U.S. Patent Office for key
components of our desired-state management process used in our software and content management products.
In addition, we have acquired an additional three patents through the acquisition of the technology purchased
in October 2001 (see Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations; Contractual Obligations and Commitments™). We also rely on a combination of copyright and
trademark laws, trade secrets, confidentiality procedures, contractual provisions and technical measures to
protect our proprietary rights in our products.

We believe, however, that given the rapid pace of technological change in the industry, factors such as the
technical expertise, knowledge and innovative skill of our management and technical personnel, our name
recognition, the timeliness and quality of the support services we provide and our ability to offer frequent
product enhancements and to develop, introduce and market new products are more significant in maintaining
our competitive technology leadership position.

Risk Factors

You should carefully consider the risks and uncertainties described below because they could materially
and adversely affect our business, financial condition, operating results and prospects and the market price of
our Common Stock.

We have a history of operating losses and we may not be able to achieve or sustain profitability in the
Jfuture. 'We have reported an operating loss for every quarter since our incorporation in February 1992 except
for the four consecutive quarters in each of fiscal 1996 and fiscal 2000, the last three quarters of fiscal 1999 and
the second and fourth quarters of fiscal 2003. We may not be able to achieve or sustain profitability on a
quarterly or annual basis in the future. If we continue to incur losses, our operations may use available cash
reserves.

Our business may be adversely affected by economic, market and political conditions. Qur revenue
growth and profitability depend on the overall demand for computer software and services, particularly in the
sectors in which we offer products. Because our sales are primarily to corporate and government customers,
our business depends on general economic, market and political conditions. The general weakening of the
global economy and of business conditions has resulted in delays, decreases and cancellations of customer
purchases. If economic and market conditions do not improve, our business will continue to be adversely
affected.

Our quarterly results are subject to significant fluctuations due to many factors, and our operating results
vary due to seasonality. Our quarterly operating results have fluctuated in the past and are expected to
fluctuate significantly in the future, due to a number of factors, including, among others, the size and timing of
customer orders, the timing and market acceptance of our new products, the level and pricing of international
sales, foreign currency exchange rates, changes in the level of operating expenses, resolution of pending
litigation, technological advances and competitive conditions in the industry. Revenues received from our
individual customers vary significantly based on the size of the product installation. Customer orders for our
products have ranged from several thousands of dollars to over $10 million. As a result, our quarterly operating
results are likely to be significantly affected by the number and size of customer orders we are able to obtain in
any particular quarter. In addition, the sales cycle for our products is lengthy and unpredictable, and may
range from a few months to over a year, depending upon the interest of the prospective customer in our
products, the size of the order (which may involve a significant commitment of capital by the customer), the
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decision-making and acceptance procedures within the customer’s organization, the complexity of implemen-
tation and other factors.

We generally ship orders as received and as a result typically have little or no backlog. Quarterly revenues
and operating results therefore depend upon the volume and timing of orders received during the quarter,
which are difficult to forecast. Historically, we have recognized the substantial majority of our quarterly
license revenues in the last weeks or week of each quarter. In addition, because our expenditure levels for
product development and other operating expenses are based in large part on anticipated revenues, a
substantial portion of which are not typically generated until the end of each quarter, the timing and amount of
revenues associated with orders have caused, and may continue to cause, significant variations in operating
results from quarter to quarter.

Our operating results are also expected to vary significantly due to seasonal trends. Historically, we have
realized a greater percentage of our annual revenues in the third and fourth fiscal quarters, and a lower
percentage in the first and second fiscal quarters. We believe that this seasonality is in part a result of the
structure of our sales commission and bonus plans and in part a result of lower international revenues in the
summer months when many businesses in Europe experience lower sales. In addition, capital budgets of our
customers, which tend to concentrate spending activity at the beginning and end of calendar years, have had,
and may continue to have, a seasonal influence in our quarterly operating results. We expect that our operating
results will continue to fluctuate in the future as a result of these and other factors, and that seasonality may
increase if our continued efforts to expand our international sales are successful.

If changes in our sales organization are not effective, our business will be adversely affected. Our future
success depends upon the ability of our sales channels to generate increased revenues. We have made, and
plan to continue to make, substantial organizational, management, process and staff changes in our North
American, European, government and alliances sales organizations to enhance coverage and productivity.
These changes may not be effective.

The loss of a major customer or pariner could adversely affect our operating results. During fiscal 2003,
2002 and 2001, one customer, EDS, accounted for approximately 20%, 16% and 12% of our total revenues,
respectively. If revenues from EDS decline, our business could be adversely affected. Furthermore, if an order
from another large customer does not occur or is deferred, or a relationship with a partner terminates, our
revenue could be reduced and we may be unable to proportionately reduce our operating expenses.

We may need additional capital in the future, which may not be available or may dilute the ownership of
existing stockholders. In the future, we may need or otherwise decide to raise additional funds, but we may
not be able to obtain additional financing on favorable terms, if at all. Further, if we issue equity or equity-
linked securities, our current stockholders may experience additional dilution or the new equity securities may
have rights, preferences or privileges senior to those of our Common Stock. If we cannot raise funds, if needed,
on acceptable terms, we may not be able to develop or enhance our products, take advantage of future
opportunities, respond to competitive pressures or unanticipated requirements or otherwise support our
operations (see Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources™).

Our business may sufjer if we are not able to keep pace with rapid technological change and successfully
introduce new products. The market for software and configuration management is characterized by rapid
technological advances, changes in customer requirements and frequent new product introductions and
enhancements. Our future success will depend in large part on our ability to enhance our current products and
to develop and introduce new products that keep pace with technological developments, achieve market
acceptance and respond to customer requirements that are constantly evolving. Responding to rapid
technological change and the need to develop and introduce new products to meet customers’ expanding needs
will require us to make substantial investments in research and product development. If we fail to anticipate or
respond adequately to technological developments and customer requirements, in particular advances in
client/server enterprise hardware platforms, internet applications and platforms, operating systems and
systems management applications, or if we experience any significant delays in product development or
introduction, we could lose competitiveness. Any product enhancements or new products we develop may not
gain market acceptance.
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Our failure to develop on a timely basis new products or product enhancements could cause customers to
delay or refrain from purchasing our existing products. '

Intense competition in the markets in which we operate could adversely affect us. We may not be able to
compete effectively in the software management market and our profitability or financial performance could
be adversely affected by increased competition. Competition in the markets we serve is diverse and rapidly
changing. Many of our competitors have longer operating histories, and many have significantly greater
financial, technical, sales, marketing and other resources, as well as greater name recognition and larger
customer installed bases. Moreover, existing or new competitors may develop products that are superior to our
products or may develop other technologies offering significant advantages over our technology.

Our business could be materially affected by risks related to our international operations. Approxi-
mately 52% of our revenues in fiscal 2003 was derived from our international operations. Accordingly, our
operations and financial results could be significantly affected by factors associated with international
operations, such as fluctuations in foreign currency exchange rates, uncertainties relative to regional economic
circumstances, longer payment cycles, greater difficulty in accounts receivable collection, complexities of
foreign tax laws and regulations and the potential for adverse tax consequences, changes in regulatory
requirements and product localization requirements and difficulty in staffing and managing international
operations., A majority of our international revenues and costs have been denominated in foreign currencies.
We believe that an increasing portion of our international revenues and costs will be denominated in foreign
currencies in the future,

Problems with our software could materially affect our business. Software products as complex as those
offered by us may contain undetected errors or failures that, despite our significant testing, are discovered only
after a product has been installed and used by customers. Such errors could cause delays in product
introductions and shipments, require design modifications, or result in loss of or delay in market acceptance of
our products or loss of existing customers.

We could be subject to product liability claims that would adversely affect our business. The sale and
support of our products entails the risk of claims, and we may be subject to such claims in the future. The
limitation of liability provisions contained in our license agreements may not be effective under the laws of
certain jurisdictions.

Because we depend on proprietary technology, there are risks of infringement that could materially and
adversely affect our results. Our success is heavily dependent upon proprietary technology. We rely primarily
on a combination of patents, copyright and trademark laws, trade secrets, confidentiality procedures and
contractual provisions to protect our proprietary rights. We seek to protect our software, documentation and
other written materials under trade secret and copyright laws, which provide only limited protection. It may be
possible for unauthorized third parties to copy aspects of our current or future products or to obtain and use
information that we regard as proprietary. In particular, we may provide our licensees with access to our
proprietary information underlying our licensed applications. The means we use to protect our proprietary
rights may not be adequate or our competitors may independently develop similar or superior technology.
Policing unauthorized use of software is difficult, and software piracy can be expected to be a persistent
problem. In addition, the laws of some foreign countries do not protect our proprietary rights to the same
extent as do the laws of the United States. Litigation may be necessary in the future to enforce our intellectual
property rights, to protect our trade secrets or to determine the validity and scope of the proprietary rights of
others. Such litigation could result in substantial costs and diversion of our resources.

Third parties have claimed, and may in the future claim, infringement with respect to our current or
future products. We expect that software product developers will increasingly be subject to infringement
claims as the number of products and competitors in their industry segment grows and the functionality of
products in different industry segments overlap. Any such claims, with or without merit, could be time
consuming, result in costly litigation, cause product shipment delays, or require us to enter into royalty or
licensing agreements. Such royalty or licensing agreements, if required, may not be available on acceptable
terms or at all. See “Item 3. Legal Proceedings™ for a discussion of potential adverse consequences of an
ongoing legal proceeding in which it is alleged that our products infringe on patents held by another entity.
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The loss of key executives and employees could adversely affect us. Our future success depends upon
the contributions of executives and key employees. The loss of executives and certain key employees in
research and development and sales and marketing could have a significant adverse effect on our ability to
develop new products and new versions of our products and to market and sell those products in the
marketplace. We also believe our future success will depend in large part upon our ability to attract and retain
additional highly skilled personnel.

Our ability to effectively grow depends on our ability to improve our operational systems. We have
expanded our operations since inception and intend to continue to expand in the foreseeable future to pursue
existing and potential market opportunities. This growth places a significant demand on management and
operational resources. In order to manage growth effectively, we must implement and improve our operational
systems, procedures and controls on a timely basis.

The success of potential future acquisitions depends on our ability to integrate and manage the additions
to our business. We may acquire other businesses in the future, which would complicate our management
tasks. We may need to integrate widely dispersed operations that have different and unfamiliar corporate
cultures. These integration efforts may not succeed or may distract management’s attention from existing
business operations. Qur failure to successfully manage future acquisitions could adversely affect our business.
Our stockholders may experience dilution of their holdings if we finance these acquisitions by issuing
additional shares of our equity securities.

The market price and trading volume of our Common Stock have been volatile and may continue to
fuctuate significantly. The market price for our Common Stock has been highly volatile. The trading price
and trading volume of our Common Stock has been, and could in the future be, subject to wide fluctuations in
response to quarterly variations in our operating and financial results, announcements of technological
innovations or new products by us or our competitors, changes in prices to our or our competitors’ products
and services, changes in product mix, and changes in our revenue and revenue growth rates for us as a whole or
for individual geographic areas, products or product categories, as well as other events or factors.

Statements or changes in opinions, ratings or earnings estimates made by us or by brokerage firms or
industry analysts relating to the market in which we do business or relating to us specifically, or our failure to
meet or exceed our forecasts or analysts’ or “street” expectations, have resuited, and could in the future result
in, an immediate and adverse effect on the market price of our Common Stock. In addition, the NASDAQ
National Market has from time to time experienced extreme price and volume fluctuations which have
particularly affected the market price for the securities of many high technology companies and which often
have been unrelated to the operating performance of these companies. These broad market fluctuations may
adversely affect the market price of our Common Stock. In the past, securities class action litigation has often
been brought against a company following periods of volatility in the market price of its securities. Any such
litigation brought against us could result in substantial costs and divert management’s attention and resources.

Employees

As of March 31, 2003, we had a total of 286 full-time employees, including 91 in customer support and
services, 78 in sales and marketing, 70 in research and development and 47 in general and administration. A .
total of 219 employees are based in the United States and 67 employees are based in Europe. None of our
employees are represented by a labor union. We have not experienced work stoppages and consider our
relations with employees to be good.

Avzilable Information

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K, and
any amendments to these reports filed pursuant to Sections 13(a) and 15(d) of the Securities Exchange Act
of 1934 are made available free of charge through our website at www.novadigm.com as soon as is reasonably
practicable after such reports are filed with, or furnished to, the SEC. None of the information posted on our
website is incorporated by reference into this Annual Report.
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Item 2. Properties

Our corporate headquarters is located in Mahwah, New Jersey. We conduct our Americas, Asia and
Australia operations (“AAA”) principally out of leased facilities in Mahwah, New Jersey; Chicago, Illinois;
Emeryville, California; and Alpharetta, Georgia. Qur European headquarters is located outside of Paris,
France. We conduct our Europe, Middle East and Africa (“EMEA™) operations principally out of leased
facilities in locations near Paris, France; Munich Germany; and London, England.

As of March 31, 2003, we leased the following facilities:
Approx.

Approx. Lease Current

Location Sq. Ft. Expiration Annual Cost Principal Use

Mahwah, NJ........ 56,773 6/30/06  $1.416,000 Corporate headquarters, North American
customer training center, customer support
center, product development and engineering
and eastern sales and professional services

Emeryville, CA ..... 5,238 3731707 $ 258,000 Marketing and western sales and professional
services

Chicago, IL ........ 3,137 6/30/04 $ 63,000 Midwest sales and professional services

Alpharetta, GA ..... 3,293 12/31/07 $§ 49,000 Southeast sales and professional services

Paris, France........ 8,730 10/31/04 § 174,000 European customer training and customer
support centers, European administration and
France sales and professional services

Odiham, England .. .. 3,200 12/31/04 $ 106,000 UK sales and professional services

Munich, Germany ... 3,730 7/31/03 $ 18,000 German sales and professional services

We believe that our current facilities are adequate for our needs and will be adequate to meet our needs
for the foreseeable future.

Item 3. Legal Proceedings

On July 6, 2001, Beck Systems, Inc. filed a complaint against us and two of our customers in the United
States District Court for the Northern District of Illinois, alleging infringement of two patents held by Beck
Systems. The customers have been dismissed from the lawsuit. Beck Systems alleges that our manufacture
and marketing of our EDM and Radia products infringe on the Beck Systems patents. We believe that we
have meritorious defenses, and we are defending this suit vigorously.

The outcome of litigation is inherently uncertain, however, particularly in cases such as this where
sophisticated factual issues must be assessed and complex technical issues must be decided. As a result, we
cannot accurately predict the ultimate outcome of the Beck Systems litigation. In the event we are
unsuccessful in defending this claim, we could be liable for economic and other damages and we may be
forced to incur ongoing licensing expenses or to change how we design, manufacture and market our products.
While we are unable at this time to estimate the range of the potential liability that would result from an
unsuccessful defense, we believe that the liability could have an adverse impact on our business, financial
condition and results of operations in future periods. In addition, we expect to continue to incur substantial
fees to defend the Beck Systems litigation. While we have received insurance proceeds to cover part of our
defense costs, the insurance proceeds will not be sufficient to cover all of our defense costs nor will it be
sufficient to cover our liability in the event that our defense is unsuccessful.

Additionally, on May 16, 2003 we reached an agreement to settle certain previously disclosed employ-
ment-related claims against Novadigm, Inc. by Wallace D. Ruiz, Chief Financial Officer and Treasurer.
These claims were related to Mr. Ruiz’s inability to exercise expiring options and sell the underlying shares of
our Common Stock during certain times in 1999, 2000 and 2001 due to insider trading restrictions imposed by
us at those times and due to certain loans made to him by us to allow Mr. Ruiz to exercise those options. Our
Board of Directors established a special independent committee which retained independent counsel,
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investigated Mr. Ruiz’ claims and negotiated a settlement on behalf of Novadigm, Inc. The special committee
and the Board unanimously approved the terms of the settlement reached with Mr. Ruiz. Under the terms of
the settlement, we paid Mr. Ruiz approximately $1,080,000 and Mr. Ruiz will repay to us all of the
approximately $838,000 in outstanding principal and accrued interest on loans owed by him to Novadigm
through a cash payment of approximately $542,000 and the surrender to the company of 126,000 shares of our
Common Stock pledged by Mr. Ruiz against repayment of the loans. The amounts paid under the settlement
agreement were provided for in fiscal 2003. In addition, we entered into an amended employment agreement
with Mr. Ruiz providing for, among other things, an increase in Mr. Ruiz’s base salary from $210,000 to
$225,000 and the payment to Mr. Ruiz of a retention bonus of $450,000, subject to a two-year vesting
schedule. The retention bonus will be recognized as compensation expense as it is earned over the two-year
term of the agreement. For a description of the loans to Mr. Ruiz, see Note 10 to our Consolidated Financial
Statements included herein.

Item 4.  Submission of Matters to a Vote of Securities Holders

We did not submit any matter to a vote of our security holders during the quarter ended March 31, 2003.
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PART I

Item 5. Market for the Registrant’s Common Stock and Related Stockholder Matters

Our Common Stock has been traded on the NASDAQ National Market since our initial public offering
on July 13, 1995 under the symbol “NVDM?”. The following table sets forth, for the periods indicated, the
high and low sales prices per share for our Common Stock on the NASDAQ National Market:

_High  TLow
Fiscal Year Ended March 31, 2003
FIrst QUATIEr .« .t et ettt e e $ 820 $5.54
Second QUAEr . ... .ot 7.20 1.57
Third Quarter . . ... e e 3.31 1.40
Fourth Quarter . . ... o i e e 2.56 1.60
Fiscal Year Ended March 31, 2002
First QUaMer. ... ot $11.25  $4.13
Second QUarter ... ... . e 11.95 7.09
Third QUarter . . ... e s 10.10 6.91
Fourth Quarter . . .. ..o e 11.10 7.34

As of June 23, 2003, the last reported sale price of our Common Stock was $2.56 per share and there
were approximately 99 holders of record of our Common Stock. We believe there are currently approximately
2,950 beneficial owners of our Common Stock.

We have never paid cash dividends on our Common Stock. We currently intend to retain earnings, if any,
for use in our business and we do not anticipate paying any cash dividends in the foreseeable future.

Item 6. Selected Consolidated Financial Data

The selected consolidated statement of operations data for the year ended March 31, 2003 and
consolidated balance sheet data as of March 31, 2003, have been derived from Consolidated Financial
Statements included in this Annual Report that have been audited by KPMG LLP, independent auditors. The
selected consolidated statement of operations data for the years ended March 31, 2002 and 2001 and
consolidated balance sheet data as of March 31, 2002 has been derived from Consolidated Financial
Statements included in this Annual Report that were audited by Arthur Andersen LLP. The selected statement
of operations data for the years ended March 31, 2000 and 1999 and balance sheet data as of March 31, 2001,
2000 and 1999 have been derived from audited Consolidated Financial Statements not included herein.

This data should be read in conjunction with our Consolidated Financial Statements and related notes
and “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Certain prior year amounts have been reclassified 1o conform to the current year’s presentation.
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Selected Consolidated Statement of Operations Data

Year Ended March 31,

2003 2002 2001 2000 1999
(in thousands, except per share data)
Revenues:
Licenses ..ot $ 29,494  $39,158  $31,247  $27.978  $20,743
Maintenance and services ................... 25,964 23,792 19,266 16,790 11,446
Total revenues .. .......... ..o iinnnn. 55,458 62,950 50,513 44,768 32,189
Operating Expenses:
Cost of licenses — amortization of intangible
ASSEL it 1,335 611 — — —
Cost of maintenance and services . ............ 14,233 12,102 9,345 5,395 4,479
Sales and marketing . .................. ... 26,398 27,509 23,884 21,261 15,718
Research and development .................. 10,049 10,423 9,003 6,126 4,936
General and administrative ... ............... 12,109 11,046 10,355 7,474 5,939
Amortization of intangible ................... 2,018 8,072 6.046 — —
Total operating expenses . ................. 66,142 69,763 58,633 40,256 31,072
Operating income (loss) ...................... (10,684)  (6,813)  (8,120) 4,512 L7
Interest income, net ........... ... ... ... ..., 384 775 1,703 1,122 934
Other income (expense), net................... (783) (220) 2,054 (64) (269)
Income (loss) before provision for income taxes ..  (11,083)  (6,258)  (4,363) 5,570 1,782
Provision for income taxes .. ................... 645 11 233 427 25
Netincome (J088) ......ovviiiieeiiniiinnn $(11,728) §(6,269) $(4,596) $ 5,143 § 1,757
Basic net income (loss) per share .............. $§ (060) § (031) $ (023) $ 028 § 0.10
Weighted average basic common shares
outstanding. ....... .. ... i 19,672 19,953 19,711 18,185 17,580
Diluted net income (loss) pershare............. $ (0.60) $ (0.31) $ (023) § 025 § Q.10
Weighted average diluted common shares
outstanding........ .. ... ... i 19,672 19,953 19,711 20,558 18,384
Selected Consolidated Balance Sheet Data
Year Ended March 31,
2003 2002 2001 2000 1999
(in thousands)
Cash, cash equivalents and short-term marketable
SECUTIHES v\ttt i it e s $29,420  $25,775 $27,162  $25,018  $21,536
Restricted cash ......... ... .. ... .. ... 150 —_ — — —
Working capital .............. .. ... 22,693 29,161 30,809 29,040 20,993
Total @ssets .. ..ottt 51,436 60,523 66,705 48,567 36,079
Deferred revenue . .......... .. ... .. .. ... ... 12,235 10,542 11,887 8,900 6,577
Long-term liabilities . .......................... 71 1,298 — — —
Stockholders’ equity . ........ .. ... il 27,651 36,755 44,385 31,480 23,262
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion and analysis along with our audited consolidated financial
statements and related notes included in this Annual Report on Form 10-K. The following discussion and
analysis contains forward-looking statements that are subject to risks, uncertainties and other factors,
including those discussed under “Item 1. Business — Risk Factors,” that could cause our actual results,
performance, prospects or opportunities to differ materially from those expressed in, or implied by, these
Sforward-looking statements. See “Cautionary Note Regarding Forward-Looking Statements.”

Overview

We have three primary sources of revenue. License revenue is generated from licensing the rights to use
our software products to end-users and from sublicense fees from resellers of our software products. We
generate maintenance revenues from providing renewable support and software update rights to license
customers. Lastly, we earn revenue from consulting and training activities performed for license customers.
We recognize revenue in accordance with the provisions of Statement of Position (“SOP”) No. 97-2,
“Software Revenue Recognition” as amended by SOP 98-9.

Our total revenues for the fiscal vears ended March 31, 2003, 2002 and 2001 were $53.5 million,
$63.0 million and $50.5 million, respectively. We incurred operating losses of $10.7 million, $6.8 million and
$8.1 million for the fiscal years 2003, 2002 and 2001, respectively. We incurred net losses of $11.7 million,
$6.3 million and $4.6 million for the fiscal years 2003, 2002 and 2001, respectively. Amortization of intangible
assets for the fiscal years March 31, 2003, 2002 and 2001 was $3.4 million, $8.7 million and $6.0 million,
respectively.

Critical Accounting Policies

The following discussion of critical accounting policies represents our attempt to bring to the attention of
readers of this report those accounting policies that require application of management’s most difficult,
subjective or complex judgments, often as a result of the need to make estimates about the effect of matters
that are inherently uncertain and may change in subsequent periods. It is not intended to be a comprehensive
list of all of our significant accounting policies, which are more fully described in Note 2 of the Notes to the
Consoclidated Financial Statements included in this Annual Report. In many cases, the accounting treatment
of a particular transaction is specifically dictated by generally accepted accounting principles, with no need for
management’s judgment in their application. There are also areas in which the selection of an available
alternative policy would not produce a materially different result.

We have identified the following as our critical accounting policies: revenue recognition, allowance for
doubtful accounts, allowance for litigation and valuation allowance against deferred tax assets.

Revenue Recognition. 'We recognize revenue in accordance with the provisions of Statement of Position
No. 97-2, “Software Revenue Recognition” as amended by Statement of Position No. 98-9, “Modification to
SOP 97-2, Software Revenue Recognition, With Respect to Certain Transactions.” We generate license
revenues from licensing the rights to use our software products to end users and sublicense fees from resellers.
We also generate maintenance and service revenues from providing renewable support and software update
rights services (maintenance) and from consulting and training activities performed for license customers.

Revenues from perpetual software license agreements are recognized upon shipment of the software if
evidence of an arrangement exists, pricing is fixed and determinable, and collectibility is probable. Shipment
of the software is generally performed by the physical delivery of a CD or by electronic delivery of the licensed
software. Evidence of an arrangement generally takes the form of a software license agreement signed by the
customer and by us. In the case of an existing license customer, additional orders may come in the form of an
addendum to the software license agreement, a purchase order, order letter, or similar authorizing document
from the customer. We evaluate whether the software transaction has a fixed and determinable price. A key
factor in this evaluation is the payment terms in relation to our experience with the customer or with a similar
class of customers. Generally, software transactions have terms of less than one year and have no unresolved
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acceptance criteria or similar contingency. If an acceptance period is required, revenues are recognized upon
the earlier of customer acceptance or the expiration of the acceptance period. We evaluate the probability of
collection based upon the creditworthiness of the customer.

We allocate revenue on software arrangements involving multiple elements to each element based on
their relative fair values. Qur determination of fair value of each element is based on vendor specific objective
evidence (VSOE). We analyze all of the elements of the software arrangement and determine if they have
sufficient VSOE to allocate revenue to maintenance, consulting and training components. Accordingly,
assuming all other revenue recognition criteria are met, license revenue is recognized upon delivery using the
residual method in accordance with SOP 98-9, where the fair value of the undelivered elements is deferred
and the remaining portion of the arrangement fee is recognized as revenue. The revenue allocated to licenses
generally is recognized upon delivery of the products. The revenue allocated to maintenance is generally
recognized ratably over the term of the support, typically twelve months, and revenue allocated to consulting
and training elements generally is recognized as the services are performed. If evidence of the fair value for
undelivered elements does not exist, all revenue from the arrangement is deferred until such evidence exists or
until all elements are delivered.

We enter into reseller arrangements that typically provide for sublicense fees payable to us based on a
percentage of list price. Reseller arrangements may include non-refundable payments in the form of
guaranteed sublicense fees. Guaranteed sublicense fees from resellers are recognized as revenue upon
shipment of the master copy of all software to which the guaranteed sublicense fees relate if the reseller is
creditworthy and if the terms of the agreement are such that the payment obligation is not subject to price
adjustment, is non-cancelable and non-refundable and due within 90 days. These guaranteed sublicense fees
are applied against sublicense fees reported by the reseller in relicensing our products to end-users. In fiscal
2003, 2002 and 2001, $0, $250 thousand, and 30, respectively, were recognized in guaranteed sublicense fees.
As of March 31, 2003, an immaterial balance of the guaranteed sublicense fees recognized by us had yet to be
placed with end users or forfeited by the reseller.

Our standard software license agreement provides for a limited warranty that we are the owner of the
licensed products and that the licensed products will operate substantially in accordance with the functionality
described in the documentation provided with the products for a period of six months. This standard software
license agreement does not provide for price protection. This standard software license agreement does not
provide for a right-of-return except if our products are found to be infringing on another’s intellectual property
rights, a court issues a final injunction and we are unable to secure a license for a customer or replace or
modify the customer’s infringing software so that it is no longer infringing. In that case, the customer is
entitled to return the licensed product. To date, we have never had to pay, perform or otherwise compensate a
customer under a warranty or indemnification. There is no provision for estimated returns, because none are
anticipated. There is no warranty reserve due to our historical experience, which indicates that we are capable
of honoring our warranties. There is no provision for price protection, because it is not offered.

Allowance for doubtful accounts. Qur allowance for doubtful accounts is established for estimated
losses resulting from the inability of our customers to pay. The allowance is regularly evaluated, by customer
and in the aggregate, for adequacy taking into consideration past experience, credit quality, age of the
receivable balances and current economic conditions. The use of different estimates or assumptions could
produce different allowance balances. ‘

Allowance for litigation. From time to time, in the course of business, we find ourselves obliged to
protect our. proprietary intellectual property which may involve litigation. Conversely, at times, we find we are
the target of litigation and need to defend ourselves from alleged claims by third parties, including claims that
we have infringed upon other’s intellectual property. We file patents to protect our intellectual property. We
have established policies and procedures to protect our intellectual property as well as to avoid infringing upon
the intellectual property of others, and we routinely purchase insurance to reduce our risk of the cost of
litigation. We regularly evaluate the status of pending litigation and the recoverability of possible losses. An
allowance is established for amounts that we estimate to be unrecoverable. We rely on opinions of our legal
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counsel and insurance advisors and make use of estimates and assumptions as to probable outcomes in
establishing the allowances (see Item 3. “Legal Proceedings™).

Valuation allowance against deferred tax assets. We recognize deferred tax assets and liabilities based
upon differences between the financial statement carrying amounts and the tax bases of assets and liabilities.
We regularly review the deferred tax assets for recoverability and establish a valuation allowance. We have
provided a valuation allowance against our entire net deferred tax assets as of March 31, 2003 and 2002. This
valuation allowance was recorded given the losses we have incurred through March 31, 2003 and the
uncertainties regarding our future operating profitability and taxable income, which require significant
judgment by our management (see Note 6 to our Consolidated Financial Statements).

Euro Currency

On January 1, 1999, certain countries of the European Union established fixed conversion rates between
their existing currencies and one common currency, the Euro. The Euro then began to trade on currency
exchanges and to be used in business transactions. Beginning in January 2002, new Euro-denominated
currencies were issued. The existing local currencies were withdrawn from circulation in July 2002. We
derived approximately 52%, 45% and 47% of our total revenues outside the United States for fiscal 2003, 2002
and 2001, respectively, a significant portion of which was in Europe. The Euro conversion did not have a
material effect on our consolidated financial position or results of operations.

Geographic Area Information

We market our products and related services to customers in North America, the Pacific Rim, and Latin
America (“AAA”), and to Europe, the Middle East and Africa (“EMEA”). We license our products outside
the United States through wholly owned subsidiaries and authorized distributors that act as resellers and
service providers within a geographic segment. We ship from the United States directly to all end-users
regardless of their location and do not sell products directly to our international subsidiaries. Consulting and
training services are generally supplied by our wholly owned subsidiaries and authorized distributors in the
geographic segment. Our chief operating decision-maker receives and reviews information relating to revenues
primarily by geographic area as disclosed below. Revenue by and total assets by geographic area for the years
ended March 31, 2003, 2002 and 2001 are presented below (in thousands):

Total
Revenue Assets
March 31, 2003:
AA A e $26,682  $35,793
EMEA . e e 28,776 15,643
Total .. e $55,458  $51,436
March 31, 2002
A A A e e $34,434  $43,095
EM A 28,516 17,428
Total .. $62,950 $60,523
March 31, 2001
A A A e $27,375  $55,177
EME A . e e 23,138 11,528
Total .. e e $50,513  $66,705
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All period references in the discussion below and in the remainder of Item 7 are to fiscal periods based on
our fiscal year ending March 31.

Results of Operations

For the periods indicated, the following table sets forth the percentage of total revenues represented by
the respective line items in our consolidated statements of operations.

Years Ended March 31,

2003 2002 2001
Revenues:
LCemSES ot 532%  62.2%  61.9%
Maintenance and SEIVICES .. .. ...\ iutiir i 46.8 37.8 38.1
Total TEVENUES . . ... ot 100.0 100.0 100.0
Operating expenses:
Cost of licenses-amortization of intangible asset......................... 2.4 1.0 —
Cost of maintenance and SEIviCes . .. ...t iie i 25.7 19.2 18.5
Sales and marketing ... ... e 47.6 43.7 47.3
Research and development ........ ... .. ... . . ... ... . 18.1 16.6 17.8
General and administrative ... ... ... it 21.8 17.5 20.5
Amortization of intangible assets ........... ... ... i 3.6 12.8 12.0
Total operating eXpenses ............coiiriiiiiin i 119.2 110.8 116.1
Operating JosS . . .ottt (19.2)  (10.8) (l6.1)
Interest iNCOME, MEL .. .. .. .. it i e 0.7 1.2 34
Other income (EXPENSE), NEL. . .. ... out i (1.4) (0.3) 4.1
Loss before provision for income taxes.............. i (19.9) 9.9) (8.6)
Provision for income taxes . ....... ... 1.2 — 0.5
Nt 088 « ettt e e e QL% 99% (9.1)%

Comparison of Fiscal Years Ended March 31, 2003 and 2002
Revenues

Total revenues for our fiscal year ended March 31, 2003 were $55.5 million compared to $63.0 million for
the previous fiscal year, a decrease of approximately $7.5 million or 11.9%. The decrease in total revenues in
the current year compared to last year was due to lower license revenue. One customer, Electronic Data
Systems Corp. (EDS), accounted for approximately 20% of our total revenues for the year ended March 31,
2003, and approximately 16% of our total revenues for the year ended March 31, 2002. We expect EDS to
continue to be an important contributor to revenues for the foreseeable future.

License revenues were $29.5 million in the year ended March 31, 2003 compared to $39.2 million in the
prior fiscal year, a 24.7% decrease. The decrease in license revenue for the year ended March 31, 2003 was
primarily attributable to closing 53 fewer contracts as compared with the prior fiscal year and to generally
lower average selling prices of contracts (“ASPs”) in fiscal 2003 which was $309 thousand compared to $366
thousand in the prior fiscal year. We believe the general slowdown in corporate IT spending caused a number
of contracts that we expected to be closed in the year ending March 31, 2003 to be postponed into future
periods, and in some cases postponed indefinitely. Our license revenue in any quarter is often dependent on our
ability to complete one or more large transactions with a limited number of customers.

Maintenance and service revenues were $26 million in the year ended March 31, 2003 compared to
$23.8 million in the prior fiscal year, an increase of 9.1%. Maintenance revenues in fiscal 2003 were
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approximately 27% higher than the prior year due primarily to the 25% license revenue growth of fiscal 2002,
Service revenues in fiscal 2003 were approximately 12% or $1.2 million lower than in the prior fiscal year due
to a reduction of approximately $2.6 million in billings caused by the completion of the start-up phase of the
Navy Marine Corp Intranet project with EDS, which was partially offset by approximately $1.2 million of
increased billings in Europe. In compliance with the Emerging Issues Task Force Topic No. 01-14, “Income
Statement Characterization of Reimbursement Received For ‘Out-of-Pocket’ Expenses Incurred,” reimburse-
ments for “out-of-pocket” expenses incurred by our professional services staff are reported as maintenance and
services revenue. Previously we treated “out-of-pocket” expenses as an offset to cost of maintenance and
services. Accordingly, $427 thousand was reclassified to maintenance and services revenue for the year ended
March 31, 2002. The growth of maintenance revenues is directly associated with our licensing. The sale of new
licenses is essential to grow maintenance revenues.

Operating Expenses

Cost of licenses is the amortization of the intangible asset acquired with the intellectual property
purchased in October 2001. The acquired intellectual property is embedded into our Radia product suite. The
fair value of the intangible asset acquired is being amortized to cost of licenses over three years. This
amortization is approximately $334 thousand per quarter and is expected to be fully amortized by December
2004. Other cost of licenses consists of media and tapes on which the product is delivered. Such costs are not
material and are included in research and development expenses in the accompanying consolidated statements
of operations.

Cost of maintenance and services includes the direct costs of customer support, update and upgrade rights
(“maintenance”), and the direct and indirect costs of providing consulting services and training (“‘professional
services”) to our customers. Cost of maintenance and services consists primarily of payroll, related benefits,
and travel for field engineers and support personnel, other related overhead and third-party consulting fees.
Cost of maintenance and services was $14.2 million in the year ended March 31, 2003 compared to
$12.1 million in the year ended March 31, 2002. The higher cost of maintenance and services in the year
ended March 31, 2003, as compared to the prior year, was primarily due to higher compensation expense
amounting to approximately $1.3 million and to higher travel expense amounting to approximately $833 thou-
sand. Compensation expense was higher in the current fiscal year as compared to the prior fiscal year due to
increasing the customer support staff by an average of 4 people, the European professional services staff by an
average of 5 additional consultants and the North American training staff by 1. Travel expenses were higher
due to additional staff and providing support and services over a wider geographical area. We expect the cost
of maintenance and services to increase in future quarters to support the growing demand by customers for our
maintenance, consulting and training services. As discussed in “maintenance and service revenues” above, we
now report “out-of-pocket” expenses billed to customers as revenue and not as an offset to cost of
maintenance and services. The fiscal years ended March 31, 2002 and 2001 were reclassified to reflect this
accounting treatment.

Sales and marketing expenses consist primarily of salaries, related benefits, commissions, travel,
consultant fees, trade shows, seminars, promotions, public relations, user conferences and other costs
associated with our sales and marketing efforts. Sales and marketing expenses in the year ended March 31,
2003 were $26.4 million compared to $27.5 million in the prior year. The 4% decrease in sales and marketing
expenses in the current year as compared to the prior year was primarily due to lower compensation costs,
primarily commissions and bonuses resulting from lower reported license revenues in the 2003 fiscal year. In
addition, approximately $382 thousand charged to expense for increases in the allowance for doubtful accounts
in fiscal 2002 was reclassed from sales and marketing expense to general and administrative expense in order
to conform with the present year presentation (see Note 2 to our Consolidated Financial Statements). We
expect sales and marketing expenses to increase in future periods to achieve our growth plans.

Research and development expenses consist primarily of salaries, related benefits, consultant fees and
other costs associated with our research and development efforts, quality assurance, technical publications,
engineering and technical product management. Research and development expenses were $10 million in the
year ended March 31, 2003 compared to $10.4 million in the prior year, a 4% decrease. We have been able to
contain our research and development costs while continuing to support current products and develop new
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products such as the Radia OS Manager, Radia Usage Manager and Radia Extension for Windows Installer,
all announced during fiscal 2003 and the Radia Patch Manager announced in June 2003. Although we
anticipate that we will continue to invest resources to further enhance and develop our products, we do not
anticipate significant growth in research and development expense in the foreseeable future.

General and administrative expenses consist primarily of salaries, related benefits, travel and fees for
professional services such as legal, consulting and accounting. General and administrative expenses were
$12.1 million in the year ended March 31, 2003 compared to $11.0 million in the prior year, a 10% increase.
The increase in general and administrative expenses in fiscal 2003 was primarily due to our providing an
allowance of approximately $700 thousand for the unsecured portion of the outstanding notes due from officers
that were subsequently repaid and for providing $500 thousand for an accrual of a loss reserve for a claim
made by an executive officer (see Note 10 to the Consolidated Financial Statements) that was settled in May
2003, partially offset by a $450 thousand reversal of a French tax liability due to stock options in France with
exercise prices below current market values. In addition, as mentioned above, approximately $382 thousand
charged to expense for increases in the allowance for doubtful accounts in fiscal 2002, was reclassed from sales
and marketing expense to general and administrative expense in order to conform with the present year
presentation (see Note 2 to our Consolidated Financial Statements). General and administrative expenses
may increase in future periods depending upon the outcome of pending litigation.

Amortization of intangible assets. In June 2000, we entered into an alliance agreement with Hewlett-
Packard to integrate, market and sell our software and content management products with Hewlett-Packard’s
HP OpenView management solutions for the enterprise and service providers markets. As part of the
agreement, we issued 940,000 shares of our common stock to Hewlett-Packard and a warrant for an additional
250,000 shares of our common stock. Both the shares issued and the warrant contained restrictions. In
addition to the alliance agreement, and for a fee of $2.5 million Hewlett-Packard was provided a one-year,
limited license to upgrade certain existing customers to our Radia product. The fair value of the equity issued,
less the cash received from Hewlett-Packard, or $16.1 million, was recorded as an intangible asset at June 30,
2000, and was amortized over two years, the initial term of the agreement.

Interest Income, Net

Interest income, net is comprised primarily of interest income earned on our cash, cash equivalents and
marketable securities reduced by interest expense. Net interest income was $384 thousand and $775 thousand
in the fiscal years ended March 31, 2003 and 2002, respectively. Interest income decreased for the year ended
March 31, 2003 due primarily to lower effective interest rates in fiscal 2003 of approximately 1.68% as
compared to approximately 3.25% in fiscal 2002 and on generally lower average balances of cash, cash
equivalents and marketable securities of approximately $22.8 million in fiscal 2003 as compared to
approximately $25.3 million in fiscal 2002.

Other Income (Expense), Net

Other expense, net consists primarily of the cost of foreign exchange gains and losses and miscellaneous
corporate expenses. Net other expense was $783 thousand and $220 thousand for the years ended March 31,
2003 and 2002, respectively. In fiscal 2003 the expense was primarily comprised of a net foreign exchange loss
primarily within our European operations of $646 thousand, miscellaneous corporate expenses and other non-
operating gains/losses. The expense in fiscal 2002 was primarily comprised of a net foreign exchange loss of
$200 thousand. We have instituted a hedging program that we believe reduces our exposure to exchange losses
in the future. The program includes a company policy of denominating contracts in the currency of the
subsidiary and the use of foreign exchange options and forward contracts to hedge exposed positions.

Income Taxes

Provision for income taxes for our fiscal year ended March 31, 2003 was $645 thousand compared to
$11 thousand in the prior year. The fiscal 2003 provision includes an amount we determined may be due on a
profit earned on a transaction in a foreign subsidiary. We believe that the established reserve will adequately
cover all material taxes which may ultimately be assessed by the foreign taxing jurisdiction related to this
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matter. As of March 31, 2003, we had federal and state net operating loss carryforwards of approximately
$41.7 million, which expire commencing 2012 through 2023. Our ability to utilize the net operating loss
carryforwards in future years may be limited in some circumstances, including significant changes in
ownership interests, due to certain provisions of the Internal Revenue Code of 1986.

Comparison of Fiscal Years Ended March 31, 2002 and 2001
Revenues
Total revenues increased 24.6% in fiscal 2002 to $63.0 million from $50.5 million in fiscal 2001.

License revenues increased 25.3% to $39.2 million in 2002 from $31.2 million in fiscal 2001. License
revenues represented 62.2% of our total revenues in 2002 compared to 61.9% of our total revenues in 2001.
The increase in license revenue for the year ended March 31, 2002 was primarily attributable to closing 29
more contracts in fiscal 2002 as compared to the prior year, and to a higher average selling price (“ASPs”) of
contracts in fiscal 2002 of $366 thousand compared to $284 thousand in the prior fiscal year. Demand for our
products increased from both new and existing customers due, we believe, to more effective marketing
programs, better market awareness and creation of marketing alliances and partnerships.

Maintenance and services revenues increased 23.5% to $23.8 million in fiscal 2002 from $19.3 million in
fiscal 2001. This increase in maintenance and services revenues in 2002 over the prior year was primarily due
to the increased demand for our consulting services associated with the start-up phase of the EDS contract for
the Navy Marine Corps Intranet project which was approximately $3.9 million higher in fiscal 2002 than in
the prior fiscal year. In addition, maintenance services increased in 2002 over the prior year due to an
expanding customer base. During fiscal 2002, 60 new customers licensed our products. In compliance with the
Emerging Tssues Task Force Topic No. 01-14, reimbursements for “out-of-pocket” expenses incurred by our
professional services staff are reported as maintenance and services revenue. Previously we treated “out-of-
pocket” expenses as an offset to cost of maintenance and services. Accordingly, $427 thousand and
$67 thousand were reclassed for the year ended March 31, 2002 and 2001, respectively.

During fiscal 2002 and 2001, one customer, EDS, accounted for approximately 16% and 12% of our total
revenues, respectively.

Operating Expenses

Cost of licenses is the amortization of the intangible asset acquired with the intellectual property
purchased in October 2001. The acquired intellectual property is embedded into our Radia product suite.
Along with the intellectual property, we acquired furniture and fixtures, equipment, customer contracts and
acquired an office lease and four employees joined us upon the closing of the acquisition. The cost of the
acquisition was $3.9 million, net of acquisition costs of $112 thousand. The purchase price is payable through
the issuance .of 212,636 shares of our common stock and payment of $1.7 million in cash. We will issue
23,626 shares of our common stock and pay $195 thousand each quarter through December 31, 2003. We
allocated the excess of the purchase price over the fair value of the tangible net assets acquired to acquired
software, and we are amortizing this amount over three years. Other cost of licenses consists of media and
tapes on which the product is delivered. Such costs are not material and are included in research and
development expenses in the accompanying consolidated statements of operations.

Cost of maintenance and services increased by 29.5% to $12.1 million in fiscal 2002 from $9.3 million in
fiscal 2001. The higher cost of maintenance and services in the year ended March 31, 2002, as compared to the
prior year, was primarily due to higher compensation expense amounting to approximately $2.2 million caused
by additional headcount in the customer telephone support organization and professional services organization
to provide for the growing customer base and an increase in cost of $300 thousand related to the utilization of
third party service providers.

Sales and marketing expenses increased 15.2% to $27.5 million in fiscal 2002 from $23.9 million in fiscal
2001. The increase in 2002 over the previous year was primarily the result of higher marketing expenses for
trade shows, public relations, user conferences and other marketing programs, as well as higher commission
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expense associated with the recording of higher revenue. During 2002, we created a new sales organization to
manage and grow our alliances and partnerships, and additional sales management was brought on in 2002 to
strengthen our sales efforts. Effective with fiscal 2003, increases to the allowance for doubtful accounts are
charged to general and administrative expense. Previously, we reported these charges as sales and marketing
expense. Accordingly, $382 thousand and $2 million were reclassed for the year ended March 31, 2002 and
2001, respectively (see Note 2 to our Consolidated Financial Statements).

Research and development expenses increased 15.8% to $10.4 million in fiscal 2002. The increase in
research and development expenses in 2002 as compared to the previous year was primarily due to the ongoing
development of new products which provide additional functionality and ease of use and operate on additional
platforms. During 2002, we released a new version of Radia, Version 3.0, as well as announced eleven new
products.

General and administrative expenses increased 6.7% to $11.0 million in fiscal 2002. The increase in fiscal
2002 as compared with fiscal 2001 was due primarily to providing approximately $1.1 million associated with a
settlement of an arbitration dispute with a former employee, higher legal fees associated with the arbitration
dispute as well as other litigation and higher compensation costs due to expanding our corporate management
and administrative staff. (See Item 3. “Legal Proceedings.”)

Amortization of intangible assets was $8.1 and $6.0 million in fiscal 2002 and 2001, respectively, and
consisted of a charge to earnings for the non-cash amortization of the intangible asset acquired in the alliance
agreement with Hewlett-Packard. Amortization expense in fiscal 2002 was greater than fiscal 2001 due to
having a full year of amortization.

In June 2000, we entered into an alliance agreement with Hewlett-Packard to integrate, market and sell
our software and content management products with Hewlett-Packard’s HP OpenView management solutions
for the enterprise and service providers markets. As part of the agreement, which is scheduled to terminate on
June 30, 2003, we issued 940,000 shares of our common stock to Hewlett-Packard and a warrant for an
additional 250,000 shares of our common stock. Both the shares issued and the warrant contained restrictions,
In addition to the alliance agreement, and for a fee of $2.5 million, Hewlett-Packard was provided a one-year,
limited license to upgrade certain existing customers to our Radia product. The fair value of the equity issued,
less the cash received from Hewlett-Packard, or $16.1 million, was recorded as an intangible asset at June 30,
2000, and was amortized over two years, the initial term of the agreement.

Interest Income, Net

Interest income, net was $775 thousand in 2002 as compared to $1.7 million in 2001. Interest income, net
decreased in 2002 as compared to 2001 due primarily to lower interest rates. Interest income, net is dependent
upon our average net cash and investment balances and market interest rates.

Other Income (Expense), Net

Other income (expense), net was an expense of $220 thousand in 2002. It was primarily comprised of a
net foreign exchange loss of $200 thousand, miscellaneous corporate expenses and other non-operating gains/
losses. The other income (expense) in the prior year was income of $2.1 million. The prior year income
included royalties of $2.2 million recognized from a settlement of the infringement litigation with Marimba,
Inc. in November 2000.

Income Taxes

We recorded a provision for income taxes of approximately $11 thousand in 2002 for foreign income taxes
and approximately $233 thousand in 2001 for federal and state taxes and foreign taxes. As of March 31, 2002,
we had federal and state net operating loss carryforwards of approximately $29 million, which expire
commencing 2012 through 2023. Our ability to utilize the net operating loss carryforwards in future years may
be limited in some circumstances, including significant changes in ownership interests, due to certain
provisions of the Internal Revenue Code of 1986.
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Liguidity and Capital Resources

As of March 31, 2003, we had approximately $29.4 million in cash and cash equivalents and short-term
marketable securities. Net cash provided by operating activities in 2003, 2002 and 2001 was $4.3 million,
$1.6 million, and $1.8 million, respectively. Cash was provided by operations for the year ended March 31,
2003 primarily from a decrease in accounts receivable of $10.0 million due to lower reported revenues;
depreciation and amortization expense of $4.7 million; an increase in deferred revenue of $1.7 million due to
the increase in maintenance revenue in 2003 as a result of an increase in license revenues in fiscal 2002; and an
increase of $1.2 million in accounts payable and accrued liabilities due to the provision we made for foreign
taxes in the amount of approximately $703 thousand and due to the timing of vendor payments not paid at the
close of fiscal 2003. The cash provided by operations for the year ended March 31, 2003 was partially offset by
the net loss of $11.7 million and the decrease of $1.2 million in accrued payroll and other compensation due to
lower sales commissions and bonuses payable as a result of lower reported revenues. If we continue to incur
losses in future periods, we expect cash to be used in, rather than provided by, operations.

As of March 31, 2002, we had approximately $25.8 million in cash, cash equivalents and marketable
securities. Net cash provided by operations for the year ended March 31, 2002 was due primarily to
depreciation and amortization expense of $10 million; the decrease in deferred revenues of approximately $1.3
million due primarily to the loss of sublicense customers because of the non-renewal of a partner agreement;
the decrease in other assets of $543 thousand primarily due to an overpayment of sales tax; partially offset by
the reported net loss of $6.3 million and the $416 thousand decrease in accounts payable and accrued
liabilities due primarily to open invoices paid closer to the closing date in March 31, 2002 than in the prior
year. The cash provided by operating activities in 2001 was primarily due to depreciation and amortization of
$6.8 million; an increase of $1 million in accounts payable and accrued liabilities due to the timing of
" payments made in fiscal 2002 for open invoices at March 31, 2001; an increase of $1.5 million in accrued
payroll and compensation associated with reporting higher revenues; partially offset by the increase of
$5.6 million in the accounts receivable balance, net of the allowance for doubtful accounts which in turn, was
due to the increasing revenues and to the net loss of $4.6 million.

Effective with fiscal 2003, billings to customers, whether the associated revenue was recognized currently
or deferred, are included in the accounts receivable balance if unpaid by the balance sheet date. Previously we
reported the balance of accounts receivable net of the amount of revenue deferred. Correspondingly, the
deferred revenue balance was reduced by the same amount. For the year ended March 31, 2002, both the
accounts receivable balance and the deferred revenue balance were increased by $6 million to conform to the
present year presentation.

Net cash used in investing activities in fiscal 2003 was $15.5 million and is due primarily to the net
reinvestment of $13.8 million of surplus cash into marketable securities. In addition, we purchased property
and equipment of $953 thousand in fiscal 2003 and made installment payments of $780 thousand in fiscal 2003
for the intellectual property we acquired in October 2001 (see Note 3 to our Consolidated Financial
Statements). Net cash provided by investing activities in fiscal 2002 was $4.9 million and was primarily a
result of the net redemptions of marketable securities of $6.6 million to provide additional cash for operating
activities as well as the purchase of property and equipment of $1.3 million and installment payments of $390
thousand for the intellectual property we acquired in October 2001. Net cash provided by investing activities
in fiscal 2001 was $13.2 million due primarily to the net reinvestment of $14.8 million of surplus cash into
marketable securities. In addition, we purchased property and equipment of $1.5 million in fiscal 2001.

Property and equipment expenditures were $953,000, $1,277,000, and $1,548,000 for fiscal 2003, 2002
and 2001, respectively. The relatively lower expenditures in fiscal 2003 was due to the decrease in our
headcount during fiscal 2003 as well as the expansion of our headquarters in Mahwah, NJ in fiscal 2002. We
had no material commitments to purchase property and equipment at March 31, 2003.

Net cash used in financing activities in fiscal 2003 and 2002 was $0.7 million and $1.4 million and was
primarily due to the repurchase of our shares of Common Stock offset by the proceeds from the sales of
common stock and exercise of stock options. Net cash provided by financing activities in 2001 was $2 million
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and was due primarily to proceeds from the sales of common stock and exercise of stock options offset by the
purchase of our Common Stock.

From time to time our Board of Directors authorizes the repurchase of our outstanding Common Stock.
During fiscal 2003, we spent approximately $1.8 million to repurchase approximately 877,841 shares. In
addition, we repurchased 494,977 shares from Mr. Albion Fitzgerald, our Chairman and Chief Executive
Officer, in the amount of $980,054 (see Note 10. “Related Party Transactions™). At March 31, 2003, the
remaining authorization for all stock repurchases was approximately 53,700 shares. In May 2003, our Board of
Directors increased the number of shares authorized for repurchase by an additional 500,000 shares.

Although it is difficult for us to predict our future liquidity requirements with certainty, we believe that
our existing cash, cash equivalents and marketable securities will be adequate to finance our operations for at
least the next 12 months. Although operating activities may provide cash in certain periods, to the extent we
experience growth in the future, we anticipate that our operating and investing activities may use cash. To the
extent we have uninsured litigation and related costs, we will use available cash resources. We may decide to
raise additional funds, through public or private debt or equity financing, to fund future growth or continuing
operations, take advantage of expansion or acquisition opportunities, develop new products or compete
effectively in the marketplace. However, additional funds may not be available to us on commercially
reasonable terms, or at all, when we require them, and any additional capital raised through the sale of equity
or equity-linked securities could result in dilution to our existing stockholders.

Contractual Obligations and Cemmitments

In March 2002, we entered into an unsecured revolving line of credit agreement with a bank providing for
borrowings of up to $1.0 million. The line of credit expired in March 2003 and was not renewed, and we are
currently reviewing our banking relationships and alternatives. At March 31, 2003, no amounts were due and
outstanding under this revolving line of credit.

Our cost for intellectual property acquired in October 2001 was $3.9 million, net of acquisition costs of
$112 thousand, and is payable through the issuance of 212,636 shares of our Common Stock and payment of
$1.7 million over 9 quarters through December 2003. As of March 31, 2003, 141,758 shares of our Common
Stock had been issued and payments totaling $1.2 million had been made. We will issue 23,626 shares and
make a cash payment of $195 thousand quarterly through December 31, 2003. The value of our shares to be
issued and cash to be paid have been accrued in the accompanying consclidated balance sheet. Accordingly,
$1.3 million and $1.7 million was included in accrued liabilities as of March 31, 2003 and 2002, respectively,
and $1.3 million is reflected as long-term liability as of March 31, 2002. The fair value of the acquired software
costs is being amortized over the estimated useful life of the software, which is three years.

In November 2002, we entered into a management retention agreement with Mr. Anderson, pursuant to
which we agreed to pay Mr. Anderson an aggregate of $450,000, with $250,000 payable immediately,
$100,000 payable on January 1, 2003, and $100,000 payable on April 1, 2003, provided that Mr. Anderson has
remained continuously employed with Novadigm through those dates. In addition, under the terms of the
agreement, Mr. Anderson is required to repay all retention bonuses previously paid to him under the
agreement if, prior to October 1, 2005, (i} he voluntarily terminates his employment with Novadigm or
(ii) Novadigm terminates his employment for reasons relating to dishonesty or misconduct or, subject to
certain conditions, a failure to substantially perform his duties as an employee of Novadigm. We are currently
amortizing the retention bonus payment over the retention period. The unamortized balance is classified under
prepaid expenses and other current assets and other long-term assets in our accompanying financial statements
(see Note 10. “Related Party Transactions™).

In May 2003, we reached an agreement to settle certain previously disclosed claims that had been
asserted against us by Wallace D. Ruiz, our Chief Financial Officer and Treasurer. Under the terms of the
settlement, Novadigm paid Mr. Ruiz approximately $1,080,000 and Mr. Ruiz repaid to the Company all of
the outstanding principal and accrued interest on loans owed by him to Novadigm through a cash payment of
approximately $838,000 and the surrender to the Company of 126,000 shares of Novadigm common stock
pledged against repayment of the loans. Novadigm also entered into an Amended and Restated Employment
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Agreement with Mr. Ruiz providing for, among other things, an increase in Mr. Ruiz’s base salary to $225,000
from $210,000 and the payment to Mr. Ruiz of a retention bonus of $450,000, subject to a two-year vesting
schedule (see Note 10. “Related Party Transactions” and Note 12. “Subsequent Events”).

The following table summarizes our contractual obligations as of March 31, 2003. This table should be
read in conjunction with the accompanying notes to our consolidated financial statements (in thousands):

Notes

Fiscal Year Ending March 31, Payable Operating Leases
2004 . . $686 $2,223
200 . — 2,009
2006 . — 1,787
2007 . — 715
2008 . e — 52

Total ... $686 $6,786

The notes payable represents the associated cash payments in connection with the intellectual property
acquired in October 2001 and an amount due to an officer related to his management retention agreement. In
addition, we will issue 23,626 shares of our Common Stock each quarter through December 31, 2003 related
to the acquired intellectual property.

Related Party Transactions

For financial information regarding Related Party Transactions, see Note 10 to our Consolidated
Financial Statements included in this Annual Report.

Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 146, Accounting for Costs Associated with Exit or Disposal Activities (“SFAS
146”). SFAS 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies Emerging Issues Task Force (“EITF”) Issue No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an Activity” (including Certain Costs
Incurred in a Restructuring). We were required to adopt SFAS 146, effective January 1, 2003. SFAS No. 146
will be applied prospectively and will depend on future actions taken by us.

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148, Accounting
for Stock-Based Compensation — Transition and Disclosure — an amendment of FASB Statement No. 123
(“SFAS 148”). SFAS 148 amends FASB Statement No. 123, Accounting for Stock-Based Compensation, to
provide alternative methods of transition for a voluntary change to the fair value based method of accounting
for stock-based employee compensation. In addition, this Statement amends the disclosure requirements of
Statement 123 to require prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the method used on reported
results. We are required to adopt the disclosure provisions of SFAS 148, for annual financial statements for the
fiscal year ended 2003 and for interim financial statements effective April 1, 2003. The required disclosures
under SFAS 123, as amended by SFAS 148, are included in the notes to our 2003 consolidated financial
statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, Amendment of
Statement 133 on Derivative Instruments and Hedging Activities (“SFAS 148”). SFAS 148 amends and
clarifies financial accounting and reporting for derivative instruments, including certain derivative instruments
embedded in other contracts (collectively referred to as derivatives) and for hedging activities under FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities. We are required to adopt
this statement for new contracts and certain hedging designated instruments after June 30, 2003, and certain
provisions of this Statement as it relates to Statement 133 Implementation Issues are effective for fiscal
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quarters that began prior to June 15, 2003. We do not expect this Statement to have a material impact on our
future consolidated operations or financial position.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, Accounting for
Certain Financial Instruments with Characteristics of both Liabilities and Equity (“SFAS 150”). SFAS 150
revises the accounting for certain financial instruments that, under previous guidance, issuers could account
for as equity. This Statement requires that those instruments be classified as liabilities in statements of
financial position. This Statement is effective for financial instruments entered into or modified after May 31,
2003, and otherwise is effective for interim periods beginning after June 15, 2003. We do not expect this
Statement to have a material impact on our future consolidated operations or financial position.

In January 2002, the EITF issued EITF Issue No. 01-14, “Income Statement Characterization of
Reimbursement Received For ‘Out-of-Pocket’ Expenses Incurred.” EITF Issue No. 01-14 requires reim-
bursements received for out-of-pocket expenses incurred be characterized as revenue in the Statement of
Operations. Upon application, comparative financial statements for prior periods should be reclassified to
conform to the current classification. We adopted the provisions of EITF Issue No. 01-14 effective April 1,
2002, as required. Accordingly, we reclassified reimbursements for out-of-pocket expenses in the amount of
$427 thousand and $67 thousand previously recorded in cost of maintenance and services in the accompanying
consolidated financial statement of operations to maintenance and service revenue for the years ended
March 31, 2002 and 2001, respectively. In fiscal 2003, reimbursements for out-of-pocket expenses of
$211 thousand were included in maintenance and service revenues. There was no effect on either our
consolidated operating loss or net loss for fiscal 2002 or 2001.

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The Interpretation
elaborates on the existing disclosure requirements for most guarantees, including loan guarantees such as
standby letters of credit. It also clarifies that, at the time a company issues a guarantee, that company must
recognize an initial liability for the fair value, or market value, of the obligations it assumes under that
guarantee and must disclose that information in its interim and annual financial statements. The initial
recognition and initial measurement provisions apply on a prospective basis to guarantees issued or modified
after December 31, 2002, regardless of the guarantor’s fiscal year-end. We are required to adopt the disclosure
requirements in the Interpretation for financial statements for interim or annual periods ending after
December 15, 2002. The adoption of this Interpretation on December 31, 2002 did not have a material impact
on our consolidated financial position or results of operations.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Our financial instruments consist of cash and cash equivalents, short-term investments, trade accounts
and contracts receivable and accounts payable. We consider investments in highly liquid instruments
purchased with a remaining maturity of 90 days or less at the date of purchase to be cash equivalents. Our
exposure to market risk for changes in interest rates relates primarily to our short-term investments and short-
term obligations. As a result, we do not expect fluctuations in interest rates to have a material impact on the
fair value of these securities. We do not use derivative financial instruments in our investment portfolio.

The majority of our operations are based in the U.S. and, accordingly, the majority of our transactions are
denominated in U.S. dollars. However, we have foreign-based operations where transactions are denominated
in foreign currencies and are subject to market risk with respect to fluctuations in the relative value of
currencies. Currently, we have operations in the United Kingdom, France and Germany and conduct
transactions in the local currency of each location. Although we currently derive no material revenues from
highly inflationary economies, we are expanding our presence in international markets outside Europe,
including the Pacific Rim and Latin America, whose currencies have tended to fluctuate more relative to the
U.S. dollar. We have instituted a hedging program that we expect will reduce our exposure to exchange losses
in the future. The program includes a company policy of denominating contracts in the currency of the
subsidiary, the offsetting of revenues and expenses in the same currency to create natural hedges and the use
of foreign exchange options and forward contracts to hedge net exposed positions. There can be no assurance
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that fluctuations in the value of foreign currencies will not have a material adverse effect on our business,
operating results, revenues or financial condition. To date, the impact of fluctuations in these currencies
resulted in net transaction gains (losses) of ($646) thousand, ($200) thousand and $4 thousand in fiscal 2003,
2002 and 2001, respectively.

Our interest income is sensitive to changes in the general level of U.S. interest rates, particularly since the
majority of our investments are in short-term instruments. Due to the nature of our short-term investments,
we have concluded that we do not have material market risk exposure. Our investment policy requires us to
invest funds in excess of current operating requirements in obligations of the U.S. government and its
agencies, investment grade state and local government obligations securities of U.S. corporations rated Al or
P1 by Standard & Poors or the Moody’s equivalents, and/or money market funds, deposits or notes issued or
guaranteed by U.S. commercial banks meeting certain credit rating and net worth requirements.

At March 31, 2003, our cash and cash equivalents consisted primarily of demand deposits and money
market funds held by large institutions in the U.S., and our short-term securities represented investments in
corporate debt with an initial maturity period of less than one year.

Item 8. Financial Statements and Supplementary Data

Our Financial Statements and Supplementary Data required by this item are set forth at the pages
indicated in Part IV Item 15 (a) (1) and (2).
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

See our Current Report on Form 8-K, filed with the Commission on July 2, 2002, pertaining to changes
in our certifying accountants.
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PART HI

Item 10. Directors and Executive Officers of the Registrant

Information required by this item is incorporated by reference from the sections captioned “Election of
Directors,” “Other Executive Officers” and “Section 16(a) Beneficial Ownership Reporting Compliance” to
be contained in our definitive proxy statement related to our Annual Meeting of Stockholders to be held
September 17, 2003, to be filed by us with the Securities and Exchange Commission within 120 days of the
end of our fiscal year pursuant to General Instruction G (3) of Form 10-K (the “Proxy Statement”).

Item 11. Executive Compensation

The information required by this item is incorporated by reference from the section captioned “Executive
Compensation and Other Matters™ to be contained in the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholders
Matters

The information required by this item other than Equity Compensation Plan Information, is incorporated
by reference from the sections captioned “Beneficial Security Ownership of Management and Certain
Beneficial Owners” to be contained in the Proxy Statement.

The following table provides information as of March 31, 2003 related to our equity compensation plans
in effect at that time:

Number of Weighted-
Securities to be Average Exercise Number of
Issued Upon Price of Securities
Exercise of Qutstanding Remaining Available
Qutstanding Options, for Future Issuance
Options, Warrants Warrants and Under Equity
Plan Category and Rights Rights Compensation Plans
Equity Compensation Plans approved by
Security Holders .................... 4,341,480 $5.95 257,693
Equity Compensation Plans not approved
by Security Holders ................. 971,083 9.92 328,917
Total....... ... ... L. 5,312,563 $6.66 586,610

|

Equity Compensation Plans Not Approved by Security Holders

In October 1999, our Board of Directors adopted and approved the 1999 Nonstatutory Stock Option Plan
(the “1999 Plan”) and reserved 500,000 shares of Common Stock for issuance under the 1999 Plan. The
Board of Directors authorized and reserved an additional 250,000 shares for issuance under the 1999 Plan in
February 2000, again in June 2000 and in August 2001. In November 2001, the Board of Directors authorized
and reserved an additional 100,000 shares for issuance under the 1999 Plan. In April 2003, our Board of
Directors authorized and reserved an additional 2,000,000 shares for issuance under the 1999 Plan (which
shares are not reflected in the above table). Neither the 1999 Plan nor any of the amendments to the 1999
Plan were submitted to our stockholders for approval. The purposes of the 1999 Plan are to attract and retain
the best available personnel for positions of substantial responsibility, to provide additional incentive to
employees, new officers, directors and consultants and to promote the success of our business. Under the 1999
Plan, officers and directors are limited to grants at the time of initial service. Option terms may not exceed ten
years from the date of grant and the 1999 Plan will continue in effect until October 25, 2009 unless terminated
sooner. As of March 31, 2003, options to purchase 1,021,083 shares of our Common Stock had been granted
pursuant to this plan, net of cancellations.
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Stock Option Exchange

On May 29, 2003, we announced the commencement of a voluntary stock option exchange program
giving our non-executive employees the opportunity to exchange outstanding options for the right to receive
new options at a later date. The opportunity to exchange outstanding options expires on July 31, 2003. Our
Board of Directors determined that, because most of the existing options have exercise prices significantly
higher than the current market price per share of our Common Stock, the existing options no longer have
sufficient value to motivate and retain our employees. Neither our executive officers nor our directors are
eligible to participate in this option exchange program.

Employees who tender options for exchange will be granted, at their election, either: (i) new options to
purchase three-fourths of the number of shares as the options tendered and accepted for exchange and that
have the same vesting schedules as those of the tendered options or (ii) new options to purchase the same
number of shares as those tendered options and that have vesting schedules that are 18 months longer than
those of the tendered options. We plan to grant the new options on or about the first business day that is at
least six months and one day following the date of cancellation of the options accepted for exchange. The
exercise price of the new options will be equal to the fair market value of one share of our common stock on
the new option grant date. We currently expect the new option grant date to be on or about February 2, 2004.

Options to purchase 4,191,063 shares of Novadigm Common Stock, with a weighted average exercise
price of $6.74 per share and a range of $1.70 to $24.63 per share, were held by employees eligible to participate
in the stock option exchange program.

The stock option exchange program has been designed to comply with FASB Interpretation No. 44,
Accounting for Certain Transactions Involving Stock Compensation. Accordingly, we expect there will be no
compensation charges as a result of the stock option exchange program. The terms and conditions of the stock
option exchange program are contained in a Tender Offer Statement on Schedule TO that we filed with the
Securities and Exchange Commission on May 29, 2003, and amendments thereto.

Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated by reference from the section captioned “Certain
Relationships and Related Transactions” to be contained in the Proxy Statement.

Item 14. Controls and Procedures

- Evaluation of disclosure controls and procedures. Within 90 days prior to the date of filing of this
report, we carried out an evaluation, under the supervision and with the participation of our management,
including our Chief Executive Officer and Chief Financial Officer, of the design and operation of our
disclosure controls and procedures. Based on this evaluation, our Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures are effective for gathering, analyzing and
disclosing the information we are required to disclose in the reports we file under the Securities Exchange Act
of 1934, within the time periods specified in the SEC’s rules and forms. It should be noted that the design of
any control system is based in part upon certain assumptions about the likelihood of future events. There can
be no assurance that any design will succeed in achieving its stated goals under all potential future conditions
nor that any evaluation of controls will detect all control issues and instances of fraud, if any.

Changes in internal controls. There have been no significant changes in our internal controls or in other
factors that could significantly affect internal controls subsequent to the date of the most recent evaluation.
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PART IV

Ttem 15. Exhibits, Financial Statement Schedule, and Reports on Form 8-K

(a) The following documents are filed as a part of this Form:

Page Number

1. Consolidated Financial Statements:

Independent Auditors’ Report. . ... ’ F-2
Information Regarding Predecessor Independent Accountants’ Report......... F-2-1
Consolidated Balance Sheets — March 31, 2003 and 2002 .................. F-3
Consolidated Statements of Operations and Comprehensive Loss — For the

Years Ended March 31, 2003, 2002 and 2001 ............. .. ... ..ol F-4
Consolidated Statements of Stockholders’ Equity — For the Years Ended

March 31, 2003, 2002 and 2001 .. ... ... F-5
Consolidated Statements of Cash Flows — For the Years Ended March 31,

2003, 2002 and 2000 ... i F-6
Notes to Consolidated Financial Statements .................. ... ... F-7

2. Consolidated Financial Statement Schedule:
For the Years Ended March 31, 2003, 2002 and 2001:
IT — Valuation and Qualifying Accounts ............. .. oiiieiiiininnn... S-1

Additional schedules are not required under the related schedule instructions or are inapplicable, and
therefore have been omitted.

3. Exhibits

3.1

3.2
104
10.5
10.10

10.11
10.13
10.14
10.18
10.19
10.20
10.21
10.22

10.23
10.24

Certificate of Incorporation of Registrant, as amended. (1)

Bylaws of Registrant, as amended. (1)

1992 Stock Option Plan, as amended and form of Stock Option Agreement. ¢(4)
1995 Employee Stock Purchase Plan and form of Subscription Agreement. 4 (1)

Form of Indemnification Agreement entered into between Registrant and its officers
and directors. ¢ (1)

Management Retention Agreement dated August 17, 1998 by and between the
registrant and Robert B. Anderson. ¢(5)

Facility lease dated as of March 14, 1997, by and between Crossroad Developers
Associates, LLC and the Registrant.(2)

Employment Agreement effective as of April 1, 1997 by and between the Registrant
and Wallace D. Ruiz. ¢(2)

Security Agreement dated April 27, 2000 between the Registrant and Albion
Fitzgerald. &(7)

Security Agreement dated April 17, 2000 between the Registrant and Wallace
Ruiz. ¢(7)

Alliance Agreement dated June 30, 2000 between the Registrant and Hewlett-Packard
Company.(6)

Employment Agreement effective as of April 16, 2001 by and between the Registrant
and Gerald M. Labie. ¢(8)

Promissory Note dated April 27, 2002 between the Registrant and Albion
Fitzgerald. ¢(8)

Promissory Note dated April 17, 2002 between the Registrant and Wallace Ruiz. 4 (8)

Second Amendment dated July 1, 2001 to Facility lease dated as of March 14, 1997, by
and between Crossroad Developers Associates, LLC and the Registrant.(8)
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10.2

10.2

10.2

10.2
10.2

5 Third Amendment dated February 1, 2002 to Facility lease dated as of March 14, 1997,
by and between Crossroad Developers Associates, LLC and the Registrant.(8)

6 Promissory Note dated January 15, 2002 between the Registrant and Robert
Anderson. ¢(8)

7  Loan Agreement dated March 12, 2002 between the Registrant and Fleet National
Bank.(8)

8 1999 Stock Option Plan. & (8)
9 2000 Stock Option Plan. ¢(8)

10.30  Security Agreement dated October 1, 2001 between the Registrant and Wallace

10.3
10.3

10.3
10.3

21

23.1
23.2
99.1

99.2

L4

(1)

(2)

(3)

4)

(%)

(6)

7

(8)

(b) Reports

Ruiz. ¢(8)
1 First Amendment to the Novadigm, Inc. 1999 Nonstatutory Stock Option Plan. ¢

2 Retention Agreement effective as of November 8, 2002 by and between the Registrant
and Robert B. Anderson. ¢

3 Amended and restated Employment Agreement effective April 1, 2003 by and between
the Registrant and Wallace D. Ruiz. ¢

4  Settlement Agreement effective May 16, 2003 by and between the Registrant and
Wallace D. Ruiz. ¢

Subsidiaries of the Registrant.
Consent of KPMG, LLP.
Information Regarding Consent of Arthur Andersen LLP

Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002.

This exhibit is a management contract or compensatory plan or arrangement required to be
filed as an exhibit to this Form 10-K.

Incorporated by reference to exhibit filed with the Registrant’s Registration Statement on
Form S-1 (Reg. No. 33-92746), as declared effective by the Commission on July 13, 1995.

Incorporated by reference to exhibit filed with the Registrant’s Annual Report on
Form 10-K for the fiscal year ended March 31, 1997.

Incorporated by reference to exhibit filed with the Registrant’s Annual Report on
Form 10-K for the fiscal year ended March 31, 1998.

Incorporated by reference to exhibit filed with the Registrant’s Registration Statement on
Form S-8 (file No. 333-67877).

Incorporated by reference to exhibit filed with the Registrant’'s Annual Report on
Form 10-K for the fiscal year ended March 31, 1999.

Incorporated by reference to exhibit filed with the Registrant’s current report on Form 8-K
dated July 19, 2000.

Incorporated by reference to exhibit filed with the Registrant’s Annual Report on
Form 10-K for the fiscal year ended March 31, 2001.

Incorporated by reference to exhibit filed with the Registrant’s Annual Report on
Form 10-K for the fiscal year ended March 31, 2002.

on Form 8-K:

We did not file any current reports on Form 8-K during the quarter ended March 31, 2003.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on June 30,
2003.

Novapicm, INC,

By: /s/  WaLLACE D. Ruiz

Wallace D. Ruiz
Vice President, Treasurer and
Chief Financial Officer
{Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Act of 1934, this Report has been signed below by the
following persons on behalf of the Registrant and in the capacities and on the date indicated:

Signature Title Date
/s/ ALBION J. FITZGERALD Chairman of the Board and Chief June 30, 2003
Albion J. Fitzgerald _ Executive Officer
(Principal Executive Officer)
/s/  WaLLACE D, Ruiz Vice President, Treasurer and Chief June 30, 2003
Wallace D. Ruiz Financial Officer (Principal Financial

and Accounting Officer)

/s/ ROBERT B. ANDERSON Executive Vice President, Secretary June 30, 2003
Robert B. Anderson and Director

/s/  GERALD M. LABIE President, Chief Operating Officer June 30, 2003
Gerald M. Labie and Director

/s/ ROBERT H. FORNEY Director June 30, 2003

Robert H. Forney

/s/  DEBORAH DOYLE MCWHINNEY Director June 30, 2003
Deborah Doyle McWhinney

/s/  H. KENT PETZOLD Director June 30, 2003
H. Kent Petzold
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CERTIFICATIONS

I, Albion J. Fitzgerald, certify that:

L.

2.

I have reviewed this annual report on Form 10-K of Novadigm, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material

fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual

report;

3.

Based on my knowledge, the financial statements, and other financial information included in

this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

5.

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this annual report is being
prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

¢) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and 1 have disclosed, based on our most recent

evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent function):

6.

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data
and have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

The registrant’s other certifying officer and I have indicated in this annual report whether or not

there were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/s/ _ALBION J. FITZGERALD
Albion J. Fitzgerald
Chairman of the Board and
Chief Executive Officer

Date: June 30, 2003
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I, Wallace D. Ruiz, certify that:
1. I have reviewed this annual report on Form 10-K of Novadigm, Inc;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others
within those entities, particularly during the period in which this annual report is being
prepared;

.b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data
and have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officer and I have indicated in this annual report whether or not
there were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

/s/  WAaLLACE D. Ruiz

Wallace D. Ruiz
Vice President, Treasurer and Chief Financial Officer

Date: June 30, 2003
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INDEPENDENT AUDITORS’ REPORT

The Stockholders and Board of Directors
Novadigm, Inc.

We have audited the accompanying consolidated balance sheet of Novadigm, Inc. and subsidiaries as of
March 31, 2003 and the related consolidated statements of operations, comprehensive loss, stockholders’
equity and cash flows for the year then ended, as listed in the accompanying index. In connection with our
audit of the 2003 consolidated financial statements, we also have audited the 2003 consolidated financial
statement schedule as listed in item 15 of the Company’s Form 10-K. These consolidated financial statements
and consolidated financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements and consolidated financial
statement schedule based on our audit. The 2002 and 200! consolidated financial statements and consolidated
financial statement schedule of Novadigm, Inc. and subsidiaries as listed in item 15 of the Company’s
Form 10-K were audited by other auditors who have ceased operations. Those auditors expressed an
unqualified opinion on those consolidated financial statements and consolidated financial statement schedule,
before the restatement described in Note 2 to the consolidated financial statements, in their report dated
April 22, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the 2003 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Novadigm, Inc. and subsidiaries as of March 31, 2003, and the results of
their operations and their cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America. Also, in our opinion, the related 2003 consolidated financial
statement schedule, when considered in relation to the basic consolidated financial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein.

As discussed above, the consolidated financial statements of Novadigm, Inc. and subsidiaries as of
March 31, 2002 and for the years ended March 31, 2002 and 2001 were audited by other auditors who have
ceased operations. As described in Note 2, in 2003 the Company adopted the provisions of Emerging Issues
Task Force 01-14, Income Statement Characterization of Reimbursements Received for Out-of-Pocket
Expenses Incurred, which requires reclassification of comparative financial statements for prior periods.
Accordingly, the amounts in the 2002 and 200! consolidated financial statements relating to such reimburse-
ments have been reclassified to comply with EITF 01-14. In addition, as described in Note 2, the 2002 and
2001 consolidated financial statements have been further reclassified to conform to the 2003 presentation. We
audited the adjustments described in Note 2 that were applied to restate the 2002 and 200! consolidated
financial statements. In our opinion, such adjustments for 2002 and 2001 are appropriate and have been
properly applied. However, we were not engaged to audit, review, or apply any procedures to the 2002 and
2001 consolidated financial statements of Novadigm, Inc. and subsidiaries other than with respect to such
adjustments and, accordingly, we do not express an opinion or any other form of assurance on the 2002 and
2001 consolidated financial statements taken as a whole.

KPMG LLP

Short Hills, New Jersey
April 23, 2003, except as to Note 12, which is as of May 29, 2003
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INFORMATION REGARDING PREDECESSOR INDEPENDENT ACCOUNTANTS’ REPORT

THE FOLLOWING REPORT IS A COPY OF A PREVIOUSLY ISSUED REPORT BY ARTHUR
ANDERSEN LLP (“ANDERSEN"). THE REPORT HAS NOT BEEN REISSUED BY ANDERSEN
NOR HAS ANDERSEN CONSENTED TO ITS INCLUSION IN THIS ANNUAL REPORT ON
FORM 10-K. AS DESCRIBED IN NOTE 2, THE CONSOLIDATED FINANCIAL STATEMENTS
HAVE BEEN REVISED TO REFLECT CERTAIN RECLASSIFICATIONS TO THE 2002 AND 2001
CONSOLIDATED FINANCIAL STATEMENTS. THE ANDERSEN REPORT REFERS TO THE
CONSOLIDATED BALANCE SHEET AS OF MARCH 31, 2001 AND THE CONSOLIDATED
STATEMENTS OF OPERATIONS, COMPREHENSIVE LOSS, AND CASH FLOWS FOR THE
YEAR ENDED MARCH 31, 2000 WHICH ARE NO LONGER INCLUDED IN THE ACCOMPANY-
ING FINANCIAL STATEMENTS.

Report of Previous Independent Public Accountants

TO NOVADIGM, INC.:

We have audited the accompanying consolidated balance sheets of Novadigm, Inc. {a Delaware
corporation) and subsidiaries as of March 31, 2002 and 2001, and the related consolidated statements of
operations, comprehensive income (loss), stockholders’ equity and cash flows for each of the three years in the
period ended March 31, 2002. These consolidated financial statements and the schedule referred to below are

"the responsibility of Novadigm’s management. Qur responsibility is to express an opinion on these consoli-
dated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Novadigm, Inc. and subsidiaries as of March 31, 2002 and 2001, and the
results of their operations and their cash flows for each of the three years in the period ended March 31, 2002
in conformity with accounting principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The accompanying schedule listed in the index to financial statements is presented for purposes of
complying with the Securities and Exchange Commission’s rules and is not a part of the basic financial
statements. This schedule has been subjected to the auditing procedures applied in our audits of the basic
financial statements and, in our opinion, fairly states in all material respects the financial data required to be
set forth therein in relation to the basic financial statements taken as a whole,

ARTHUR ANDERSEN LLP

Roseland, New Jersey
April 22, 2002
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NOVABIGM, INC.
CONSOLIDATED BALANCE SHEETS

March 31, March 31,
2003 2002

(in thousands, except per
share data)

ASSETS
Current assets:

Cash and cash equivalents . ........... .. ittt $ 15,666 $ 25,775
Restricted cash . ... ... o 150 —
Short-term marketable securities .. ........... ... i 13,760 —

Accounts receivable, net of allowance for doubtful accounts of $1,097 and $1,992
at March 31, 2003 and 2002, respectively. ... ... ... ... ... il 15,656 24,712
Prepaid expenses and other current assets .............c.coiiiiiiiaia.. 1,175 1,144
Total CUTTENT ASSELS .. oo\ ittt et et e e 46,407 51,631
Property and equipment, Dt . ... ...ttt 2,182 2,625
Intangible assets, Mt .. ... . i i e e 2,059 5,412
OHET BSSELS . ot vttt ettt e e e 788 855
Total ASSETS . . ..ot $ 51,436 $ 60,523

Current liabilities:

Accounts payable . ... .. $ 3598 § 2,697
Accrued liabilIties . ... ... .t e 3,670 3,828
Accrued payroll and other compensation ..............c..ooiiiiiiiaaen 4211 5,403
Deferred revenue ... ... e e 12,235 10,542
Total current Habilities ......... ... ... .. . 23,714 22,470
Long-term Habilities .. ... ... ... . e 71 1,298

Commitments and contingencies

Stockholders’ equity:
Preferred stock, $0.001 par value Authorized — 5,000 shares Issued — none . . .. — —
Common stock, $0.001 par value Authorized — 30,000 shares Issued — 19,247

and 20,668 shares as of March 31, 2003 and 2002, respectively ............. 19 20
Additional paid-in capital ... ... 86,314 92,487
Treasury stock, 0 and 722 shares as of March 31, 2003 and 2002, respectively,

AT COST L ot ittt e e e — (5,880)
Stockholders’ notes receivable ....... ... ... (233) (1,326)
Accumulated deficit. .. ... . ... (59,241)  (47,513)
Accumulated other comprehensive income (loss) ............ ... ... ..o ... 792 (1,033)

Total stockholders’ equity . ... ... 27,651 36,755
Total liabilities and stockholders’ equity ............. oo nn, $ 51,436 $ 60,523

The accompanying notes to consolidated financial statements are an integral part
of these consolidated balance sheets.
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NOVADIGM, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended March 31,
2003 2002 2001
(in thousands, except per share data)

Revenues:
LiCenses « ot $ 29,494  $39,158  $31,247
Maintenance and SeTVICES . ... ......'uiitinn it 25,964 23,792 19,266
Total revenmuUEs . ... ..ot 55,458 62,950 50,513
QOperating expenses:
Cost of licenses — amortization of intangible asset ............... .. 1,335 611 —
Cost of maintenance and services ............. ..., 14,233 12,102 9,345
Sales and marketing . ... ... ... . 26,398 27,509 23,884
Research and development ........ . ... ... . ... ... ... ... 10,049 10,423 9,003
General and administrative . ........ ... .. . i 12,109 11,046 10,355
Amortization of intangible .. ...... ... .. ... . 2,018 8,072 6,046
Total operating eXpenses .. .........ouuiueinvennnan.n 66,142 69,763 58,633
Operating 108S .. oot e (10,684)  (6,813)  (8,120)
Interest iInCome, NEt . .. ... . .. e 384 775 1,703
Other income (€XPense), Met. ... ... iuut e i (783) (220) 2,054
Loss before provision for income taxes. ............ccoovveeveiinn.. (11,083)  (6,258)  (4,363)
Provision for income taxes .. ........ ... .00 645 11 233
Nt 1088« ottt e $(11,728) $(6,269) $(4,596)
Basic net loss pershare .......... ... ... i $ (0.60) ‘$ (0.31) $ (0.23)
Weighted average basic common shares outstanding .................. 19,672 19,953 19,711
Diluted net loss per share .. ..........oviiriii it $ (0.60) $ (0.31) § (0.23)
Weighted average diluted common shares outstanding ................ 19,672 19,953 19,711

CONSCOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

For the Years Ended March 31,

2003 2002 2001
(in thousands)
Nt 0SS ottt $(11,728) $(6,269) $(4,596)
Foreign currency translation adjustment............... ... ... ... ... 1,825 45 (739)
Comprehensive 10SS. . ... ... ... ... $ (9,903) $(6,224) $(5,335)

The accompanying notes to consolidated financial statements are an integral part
of these consolidated financial statements.
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NOVADIGM, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated

Additional Stockholders’ Other Total
_Common Stock  'paigin  Treasury Notes Accumulated Comprehensive Stockholders’
Shares Amount  Capital Stock Receivable Deficit Income (Loss) Equity
(in thousands)
Balance at March 31,2000 ...... ... ... 18,590 $19 $68,683 § — $ (235) $(36,648) § (339) $ 31,480
Exercise of stock options and purchases of
shares under the stock purchase plan .. 725 — 3,323 — — — — 3,323
Issuance of common stock for the
strategic alliance ................... 940 1 18,294 — — — — 18,295
Purchase of treasury stock ............. (353) — — (2,711 — — —_ (2,711)
Foreign currency translation adjustment . . —_ = — — — — (739) (739)
Loans to stockholders and accrued
interest ........ .. — — — _— (1,137) — — (1,137)
Netloss. . ovviiee i - _— — — — (4,596) — (4,596)
Balance at March 31,2001 ... ... .. ... 19,902 20 90,300 (2,711) (1,372) (41,244) (1,078) 43,915
Exercise of stock options and purchases of
shares under the stock purchase plan .. 367 — 1,713 — — — — 1,713
Issuance of common stock for the
acquisition of intellectual property. . ... 46 — 474 — — — — 474
Purchase of treasury stock ........ e (369) — —  (3,169) — — — (3,169)
Foreign currency translation adjustment . . — — — — — — 45 45
Loans to stockholders and accrued
terest . ... — — — — (267) — — (267)
Repayments of stockholder loans........ - - — — 313 — — 313
Netloss..........o i i — — — (6,269) — (6,269)
Balance at March 31,2002 .............. 19,946 20 92,487 (5,880)  (1,326) (47,513) (1,033) 36,755
Exercise of stock options and purchases of
shares under the stock purchase plan .. 198 — 719 — — — — 719
Issuance of common stock for the
acquisition of intellectual property. . ... 95 — 949 — —_ — — 949
Purchase of treasury stock ............. (1,019) — —  (2,069) 280 — — (1,789)
Issuance of treasury stock for the exercise
of stock options .................... 27 — (15) 122 107
Retirement of treasury stock ........... — (1) (7,826) 1,827 — — — —
Foreign currency translation adjustment .. — — — — — — 1,825 1,825
Repayments of stockholder loans........ - - — — 235 — — 235
Reserve for stockholder loans........... _ = — — 578 — —_ 578
Netloss.....oooiiiiii it - = — — — (11,728) — (11,728)
Balance at March 31,2003 .............. 19,247  $19  $86,314 § 0 § (233) 8(59,241) § 792 $ 27,651

|

The accompanying notes to consolidated financial statements are an integral part
of these consolidated financial statements.

NOVADIGM @ FoORM 10-K




NOVADIGM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Nt 0SS it e e

Adjustments to reconcile net loss to net cash provided by operating
activities
Depreciation and amortization ........ ... ... o ool
Increase in allowance for shareholder notes ..................... ...
(Decrease) increase in allowance for doubtful accounts ..............
Decrease (increase) in accounts receivable................ ... .. ....
(Increase) decrease in prepaid expenses and other current assets ......
Increase in intangible assets ........... ... .. ... il
Decrease (increase) in other assets .......... ... ... ... ...,
Increase (decrease) in accounts payable and accrued liabilities..... ...
Increase in long-term liabilities. .......... ... ... .. i i
(Decrease) increase in accrued payroll and other compensation .......
Increase (decrease) in deferred revenue ........... ... .............
Increase inrestricted cash ... ... ... . .. ..

Net cash provided by operating activities ........................

Cash flows from investing activities:
Acquisition of intellectual property........ ... ... i
Purchases of property and equipment ....... . ... . ... ... ... .
Proceeds from the sales of property and equipment....................
Purchases of held-to-maturity securities .................. ... . .......
Proceeds from redemptions of held-to-maturity securities...............

Net cash (used in) provided by investing activities ................

Cash flows from financing activities:
Net proceeds from the sale of common stock and exercise of options. .. ..
Proceeds from the Hewlett-Packard alliance agreement ................
Loans to stockholders, net of repayments .............. .. ...
Purchases of treasury stock ... ... ... . o

Net cash (used in) provided by financing . .......................

Effect of foreign currency exchange rates on changes in cash and cash
equivalents. ... ...

Net (decrease) increase in cash and cash equivalents ...................
Cash and cash equivalents at the beginning of the year ..................

Cash and cash equivalents at the end of theyear .. ... ............... ...

Supplemental disclosure of cash flow information:

Cash paid for income taxes . ... ... . . L

Non-cash financing activity:

Issuance of common stock in connection with the acquisition of intellectual
property (94,504 and 47,254 shares issued as of March 31, 2003 and 2002,
respectively, 70,878 shares issuable as of March 31, 2003)..............

Issuance of 940,000 shares of common stock in connection with the Alliance
Agreement with Hewlett-Packard. ....... ... ... ... ... ... .....

Purchase of treasury stock in exchange of shareholder loan — 141,441 shares

Retirement of treasury stock — 1,714,403 shares ........................

For the Years Ended March 31,

2003

2002

2001

(amounts in thousands)

$(11,728) $ (6,269) $ (4,596)

4,741 10,010 6,768
578 — —
(895) (396) 636
9,951 636 (6,211)
(31) 106 (113)
— (114) (340)
67 (543) 226
1,174 (416) 1,019
71 — —

(1,192) (55) 1,519
1,693 (1,344) 2,854
(150) — —
4,279 1,615 1,762
(780) (390) —
(953)  (1277)  (1,548)
8 30 7
(40,770)  (39,969)  (54,001)
27010 46,539 68,779

(15,485) 4,933 13,237
826 1,713 3323
— — 2,500
235 46 (1,137)

(1,789)  (3,169) (2,711

(728)  (1,410) 1,975
1,825 45 (52)

(10,109) 5,183 16,922

25,775 20,592 3,670

$ 15666 $ 25775 § 20,592

$ — 8 11 s 3

$ 949 $ 474§  —

$ — $ — $18295
$ 20 $ — $ —
$ 7827 $ 0 — §  —

The accompanying notes to consolidated financial statements are an integral part

of these consolidated financial statements.

NovaDpIGgM @ FORM 10-K



NOVADIGM, INC.
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS

1. The Company

Novadigm, Inc. was incorporated in Delaware in February 1992. Novadigm, Inc. and its subsidiaries
(“Novadigm” or the “Company”) design, market and support technology solutions that efficiently and
reliably deliver, update and maintain software and content across the extended enterprise. The Company’s
principal customers include medium-to-large organizations with widely deployed and heterogeneous networks
with thousands to hundreds-of-thousands of computing devices. The Company has wholly-owned subsidiaries
in France, Germany and the United Kingdom that act as sales and service offices to the European
marketplace. The Company is subject to a number of risks, including a history of operating losses, dependence
on key individuals, potential competition from larger and more established companies, customer concentration
and the ability to penetrate the market with new products.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. Intercompany accounts and transactions have been eliminated.

Translation of Foreign Currencies

The functional currency of the Company’s subsidiaries is the local currency. Accordingly, all assets and
liabilities are translated into U.S. dollars at current exchange rates as of the respective balance sheet date.
Revenue and expense items are translated at the average rates prevailing during the period. Translation
adjustments and the effects of exchange rate changes on intercompany transactions of a long-term investment
nature are included in stockholders’ equity in the consolidated balance sheets. Gains and losses resulting from
foreign currency transactions denominated in a currency other than the functional currency are included in net
income or loss. For the fiscal years ended 2003, 2002 and 2001, net foreign currency transaction gains (losses)
amounted to ($646) thousand, ($200) thousand and $4 thousand, respectively, which is reflected in other
income (expense), net in the consolidated statements of operations.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management of the Company to make a number of
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts
of revenues and expenses during the reporting period. Significant items subject to such estimates and
assumptions include the carrying amount of property and equipment; intangible assets; valuation allowance for
doubtful accounts; valuation allowance on deferred assets; allowance for litigation; and valuation of derivative
instruments. Actual results could differ from those estimates.
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NOVADIGM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Reclassifications

The following prior year amounts have been reclassified to conform to the current year presentation.

These reclassifications have no effect on net income (in thousands):

Prior to After

Adjustment Adjustments Adjustment

Consolidated balance sheet as of March 31, 2002

Accounts receivable, net .. ... ... ... 18,669 6,043(1) 24,712
Other assets .. ... i e 1,090 (235)(2) 855
Deferred revenue .. ... .. .. 4,499 6,043(1) 10,542
Stockholders’ notes receivable .. ... ... o oL 1,091 235(2) 1,326
Consolidated statement of operations for the year ended

March 31, 2002
Maintenance and ServiCe TeVENUE ................vvuirnn.... 23,365 427(3) 23,792
Cost of license — amortization of intangible assets . ............. — 611(4) 611
Cost of maintenance and services .............c. i, 11,675 427(3) 12,102
Sales and marketing ......... . ... ... 27,127 382(5) 27,509
General and administrative. ... .. ... o s 11,323 (277)(5)(6) 11,046
Amortization of intangible .......... .. ... ... ... . ... 8,683 (611)(4) §,072
Other income (expense), REt ... ...t innnn..n. (325) 105(6) (220)
Consolidated statement of operations for the year ended
March 31, 20061

Maintenance and service revenue .................. ..., 19,199 67(3) 19,266
Cost of maintenance and services ............... .. ... ... .. 9,278 67(3) 9,345
Sales and marketing . ... ... ... ... i 25,934 (2,050) (5) 23,884

(1

(2)

(3)

4)

()

(6)

General and administrative. . ...... ... .. .. . 8,305 2,050(5)(6) 10,355

Reclassification of billings to increase accounts receivable related to deferred revenues in the accompany-
ing consolidated balance sheet.

Reclassification of stockholders’ notes from other assets to stockholders’ notes receivable in the
accompanying consclidated balance sheet.

Reclassification of out-of-pocket expenses previously recorded in cost of maintenance and services to
maintenance and service revenue as per EITF No. 01-14, Income Statement Characterization of
Reimbursement Received For “Out-of-Pocket” Expenses Incurred in the accompanying consolidated
statements of operations.

Reclassification of amortization of intangible asset acquired with the intellectual property purchased in
October 2001. The acquired intellectual property is embedded in the Company’s product suite, thus this
amortization cost is reclassified from amortization of intangible to cost of license in the accompanying
consolidated statement of operations.

Reclassification of provision for doubtful accounts from sales and marketing to general and administrative
in the accompanying consolidated statement of operations.

Reclassification of other miscellaneous corporate expenses from other income (expenses) to general and
administrative expenses in the accompanying consolidated statement of operations. The amount in fiscal
2001 was immaterial.
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NOVADIGM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Revenues

The Company recognizes revenue in accordance with the provisions of Statement of Position No. 97-2,
“Software Revenue Recognition” as amended by Statement of Position No. 98-9. The Company generates
license revenues from licensing the rights to use its software products to end users and sublicense fees from
resellers. The Company also generates maintenance and service revenues from providing renewable support
and software update rights services (maintenance) and from consulting and training activities performed for
license customers.

Revenues from perpetual software license agreements are recognized upon shipment of the software if
evidence of an arrangement exists, pricing is fixed and determinable, and collectibility is probable. Shipment
of the software is generally performed by the physical delivery of a CD or by electronic delivery of the licensed
software. Evidence of an arrangement generally takes the form of a software license agreement signed by the
customer and by the Company. In the case of an existing license customer, additional orders may come in the
form of an addendum to the software license agreement, a purchase order, order letter, or similar authorizing
document from the customer. The Company evaluates whether the software transaction has a fixed and
determinable price. A key factor in this evaluation is the payment terms in relation to the Company’s
experience with the customer or with a similar class of customers. Generally, software transactions have terms
of less than one year and have no unresolved acceptance criteria or similar contingency. If an acceptance
period is required, revenues are recognized upon the earlier of customer acceptance or the expiration of the
acceptance period. The Company evaluates the probability of collection based upon the creditworthiness of
the customer.

The Company allocates revenue on software arrangements involving multiple elements to each element
based on its relative fair value. The Company’s determination of fair value of each element is based on vendor
specific objective evidence (VSOE). The Company analyzes all of the elements of the software arrangement
and determines if it has sufficient VSOE to allocate revenue to maintenance, consulting and training
components. Accordingly, assuming all other revenue recognition criteria are met, license revenue is
recognized upon delivery using the residual method in accordance with SOP 98-9, where the fair value of the
undelivered elements is deferred and the remaining portion of the arrangement fee is recognized as revenue.
The revenue allocated to licenses generally is recognized upon delivery of the products. The revenue allocated
to maintenance is generally recognized ratably over the term of the support, typically twelve months, and
revenue allocated to consulting and training elements generally is recognized as the services are performed. If
evidence of the fair value for undelivered elements does not exist, all revenue from the arrangement is deferred
until such evidence exists or until all elements are delivered.

The Company enters into reseller arrangements that typically provide for sublicense fees payable to the
Company based on a percentage of list price. Reseller arrangements may include non-refundable payments in
the form of guaranteed sublicense fees. Guaranteed sublicense fees from resellers are recognized as revenue
upon shipment of the master copy of all software to which the guaranteed sublicense fees relate if the reseller
is creditworthy and if the terms of the agreement are such that the payment obligation is not subject to price
adjustment, is non-cancelable and non-refundable and due within 90 days. These guaranteed sublicense fees
are applied against sublicense fees reported by the reseller in relicensing the Company’s products to end-users.
In 2003, 2002 and 2001, $0, $250 thousand, and $0, respectively, were recognized in guaranteed sublicense
fees. As of March 31, 2003, an immaterial balance of the guaranteed sublicense fees recognized by the
Company had yet to be placed with end-users or forfeited by the reseller.

The Company’s standard software license agreement provides for a limited warranty that it is the owner
of the licensed products and that the licensed products will operate substantially in accordance with the
functionality described in the documentation provided with the products for a period of six months. This
standard software license agreement does not provide for price protection. This standard software license
agreement does not provide for a right-of-return, except if the Company’s products are found to be infringing
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NOVADIGM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

on another’s intellectual property rights, a court issues a final injunction and the Company is unable to secure
a license for a customer or replace or modify the customer’s infringing software so that it is no longer
infringing, in that case the customer is entitled to return the licensed product. To date, the Company has never
had to pay, perform or otherwise compensate a customer under a warranty or indemnification. There is no
provision for estimated returns, because none are anticipated. There is no warranty reserve due to the
Company’s historical experience which indicates that it is capable of honoring its warranties. There is no
provision for price protection, because it is not offered.

Cost of licenses — amortization of intangible asset includes the amortization of the intangible asset
acquired with intellectual property acquired in October 2001.

Cost of maintenance and services includes the direct and indirect costs of providing technical support and
consulting and training services to our customers. The Company has a professional services organization that
offers supplemental staff resources for product installation, deployment and implementation, and project
management activities solely to customers that license the Company’s software products. The professional
services organization does not modify or customize the licensed products, rather it assists the customer with
configuration, installation and deployment of the licensed products in the customer’s IT environment. In those
few instances where customers have required an insignificant modification or customization to the licensed
products, the specifications of the change are contracted for by the customer and revenue is deferred until the
modified product is delivered and accepted. The Company has established standard daily charges which it
offers to its customers in connection with license sales and on a stand-alone basis. These rates establish VSOE
of fair value and are the basis by which revenue earned is measured. Cost of maintenance and services consists
primarily of payroll and benefits for field engineers and support personnel, other related overhead and third
party consulting fees.

The Company has a network of “certified” or approved service providers. These service providers offer
supplemental staff resources for product installation, deployment and implementation, and project manage-
ment services for customers who license the Company’s software products. Depending on the customer’s
preference and the Company’s availability, service providers may contract directly with the Company’s
customer to perform the needed services, or where the Company contracts directly with the customer for the
performance of the services, the Company may subcontract the service provider on an hourly or daily basis to
perform the needed services. If the service provider contracts directly with the Company’s customer, neither
revenue nor expense is recognized by the Company. Where the Company contracts directly with the customer
and subcontracts with a service provider to perform the services, revenue is recognized as the work is
performed and accepted, and expense is recognized as incurred.

Deferred revenue primarily relates to maintenance, consulting and training services which have been paid
by the customers prior to the performance of those services.

Cash Equivalents

Cash equivalents consist of overnight repurchase agreements, commercial paper, corporate notes and
certificates of deposit with an initial term of less than three months. The Company considers all highly liquid
investments purchased with an original maturity of three months or less to be cash equivalents. At March 31,
2003 and 2002, the Company held approximately $19.5 million and $20.4 million, respectively, of commercial
paper with a variety of large companies. ’

Restricted Cash

Restricted cash represents a certificate of deposit placed by the Company with its bank for issuance of
letters of credit to the Company’s lessor for office space.
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NOVADIGM, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Concentrations of Credit Risk

Financial instruments that potentially subject the Company to a concentration of credit risk consist
principally of temporary cash investments, marketable securities and accounts receivable. The Company has
investment policies that restrict placement of cash investments and marketable securities to financial
institutions evaluated as highly creditworthy. The Company generally does not require collateral on trade
accounts receivable as its customer base consists of large, well-established companies and governmental
entities. As of March 31, 2003 and 2002, approximately 22% and 15%, respectively, of accounts receivable
were concentrated with one customer which is a large company that the Company has determined is
creditworthy.

Marketable Securities

Marketable securities, which are composed of commercial paper, government and government-backed
notes and corporate notes, are classified as held-to-maturity. Held-to-maturity securities represent those
securities that the Company has both a positive intent and ability to hold the security until maturity.

A decline in the market value of any held-to-maturity security below cost that is deemed to be other than
temporary results in a reduction in carrying amount to fair value. The impairment is charged to operations and
a new cost basis for the security is established.

Premiums and discounts are amortized over the life of the related held-to-maturity security as an
adjustment to yield using the effective-interest method. Dividend and interest income are recognized when
earned.

The Company had $13.8 million and $0 of held-to-maturity securities at March 31, 2003 and 2002,
respectively.

Proceeds from redemption of held-to-maturity securities were approximately $27.0 million, $46.5 million
and $68.8 million in fiscal years 2003, 2002 and 2001, respectively.

Fair Value of Financial Instruments

The carrying amounts of the Company’s financial instruments, including cash and cash equivalents,
marketable securities, accounts receivable and accounts payable approximate their fair values.

Property and Equipment

Property and equipment are stated at historical cost and consists of the following at March 31, (in
thousands):

2003 2002
Computer equipment and software ................. . ... ..., $ 7946 § 7,203
Furniture and fiXtures .. ...... ... . i e 909 844
Leasehold improvements. ... ... ... ... 1,434 1,297

10,289 9,344
Less: Accumulated depreciation and amortization....................... (8,107)  (6,719)

$ 2,182 § 2625
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NOVADIGM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Depreciation and amortization are provided using the straight-line method over the estimated useful lives
of the assets as follows:

Computer equipment and software ...... 3 years
Furniture and fixtures ................ 5 years
Leasehold improvements .............. 5 years (lesser of lease term or estimated useful life)

Depreciation and amortization related to property and equipment amounted to $1.4 million, $1.3 million
and $722 thousand for fiscal 2003, 2002 and 2001, respectively.

Intangible Assets
As of March 31, 2003
Weighted
Gross Average Net
Carrying Amortization Accumulated Carrying
Amount Period Amortization Amount

(doltars in thousands)
Amortizing intangible assets:

Strategic Alliance with Hewlett-Packard . ............ $16,136 2.0 yrs $(16,136) $ —
Acquired Software Costs ........ ... 4,005 3.0 yrs (1,946) 2,059
Total . ... $20,141 $(18,082)  $2,059

As of March 31, 2002

Weighted
Gross Average Net
Carrying Amortization Accumulated Carrying
Amount Period Amortization Amount

(dolars in thousands)

Amortizing intangible assets:

Strategic Alliance with Hewlett-Packard .. ........... $16,136 2.0 yrs $(14,118)  $2,018
Acquired Software Costs .......................... 4,005 3.0 yrs (611) 3,394
Total ..ot $20,141 $(14,729)  $5412

The Company’s net intangible asset at March 31, 2003, $2.1 million, is attributable to the Company’s
acquisition of intellectual property from another organization in October 2001. The cost of intellectual
property acquired in October 2001 was $3.9 million, net of acquisition costs of $112 thousand, and is payable
through the issuance of 212,636 shares of common stock and payment of $1.7 million over nine quarters. As of
March 31, 2003, 141,758 shares of common stock had been issued and payments totaling approximately
$1.2 million have been made. The Company will issue 23,626 shares and make a cash payment of
$195 thousand each quarter through December 31, 2003. The value of the shares to be issued and cash to be
paid in the amount of $1.3 million is included in accrued liabilities in the accompanying March 31, 2003
consolidated balance sheet. The Company allocated the excess of the purchase price over the fair value of the
tangible net assets acquired to acquired software and is amortizing this amount over three years and is
included in cost of licenses — amortization of intangible assets in the accompanying consolidated statement of
operations.

In June 2000, the Company entered into an alliance agreement with Hewlett-Packard to integrate,
market and sell its software and content management products with Hewlett-Packard’s HP OpenView
management solutions for the enterprise and service providers markets. As part of the agreement, the
Company issued 940,000 shares of its Common Stock to Hewlett-Packard and a warrant for an additional
250,000 shares of the Company’s Common Stock. Both the shares issued and the warrant contained
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restrictions. In addition to the alliance agreement, and for a fee of $2.5 million, Hewlett-Packard was provided
a one-year, limited license to upgrade certain existing customers to the Company’s Radia product. The fair
value of the equity issued, less the cash received from Hewlett-Packard, or $16.1 million, was recorded as an
intangible asset at June 30, 2000, and was amortized over two years, the initial term of the agreement (see
Note 9 to the Consolidated Financial Statements).

Amortization expense related to these two intangible assets was $3.4 million and $8.7 million for the
years ended March 31, 2003 and 2002, respectively. The future minimum amortization with respect to
intangible assets is estimated to be approximately $334 thousand per quarter and is expected to be fully
amortized by December 2004.

Long-Lived Assets

In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets,” which was adopted on April 1, 2002, the Company
monitors events or changes in circumstances that may indicate carrying amounts of its long-lived assets may
not be recoverable. When such events or changes in circumstances are present, the Company assesses the
recoverability of its assets by determining whether the carrying amount of its assets will be recovered through
undiscounted, expected future cash flows. Should the Company determine that the carrying values of specific
long-lived assets are not recoverable, the Company would record a charge to operations to reduce the carrying
value of such assets to their fair values. The Company considers various valuation factors, principally
discounted cash flows, to assess the fair values of long-lived assets.

Software Development Costs

Under the provisions of Statement of Financial Accounting Standards No. 86, “Accounting for the Costs
of Computer Software to be Sold, Leased or Otherwise Marketed,” software development costs are capitalized
upon the establishment of technological feasibility, which the Company defines as the establishment of a
working model. Capitalized software development costs require a continuing assessment of their recover-
ability. This assessment requires considerable judgment by management with respect to various factors
including, but not limited to, anticipated future gross product revenues, estimated economic lives and changes
in software and hardware technology. Amounts which could have been capitalized under this statement, after
consideration of the above factors, were immaterial to the Company’s results of operations and financial
position. Therefore, the Company has expensed all software development costs and included those costs in
research and development expenses in the accompanying consolidated statements of operations.

Basic and Diluted Net Loss per Share

Basic net loss per share is calculated by dividing the net loss by the weighted average number of shares of
common stock outstanding during the period. Diluted net loss per share is calculated by dividing the net loss
by the weighted average number of common shares outstanding for the period adjusted to reflect the dilutive
impact of potential common shares outstanding during the period.

For the years ended March 31, 2003, 2002 and 2001, the impact of potential common shares of 5,183,000,
1,202,000 and 1,196,000, respectively, have been excluded from dilutive EPS as their inclusion would have
been anti-dilutive.

Derivatives

On April 1, 2001, the Company adopted Statement of Financial Accounting Standards- No. 133,
Accounting for Derivative Instruments and Hedging Activities. This Statement requires the recognition of all
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derivative instruments as either assets or liabilities in the consolidated balance sheet, and the periodic
adjustment of those instruments to fair value. The classification of gains and losses resulting from changes in
the fair values of derivatives is dependent on the intended use of the derivative and its resultant designation.

The Company has instituted a hedging program that it expects will reduce its exposure to exchange losses
in the future. The program includes a company policy of denominating contracts in the currency of the
subsidiary, the offsetting of revenues and expenses in the same currency to create natural hedges and the use
of foreign exchange options and forward contracts to hedge net exposed positions.

During the second quarter of fiscal 2003, the Company’s European operations entered into a foreign
currency option transaction to sell (put option) US dollars to British Pounds (call) amounting to $1,667,000,
with a strike price of $1.5815. The option expiration date was April 11, 2003. The Company’s primary purpose
for entering into this transaction is to cover an exchange gain or loss on a US dollar denominated receivable on
the books of one of its foreign subsidiaries. The premium paid on the transaction is ratably charged to
operations over the life of the contract and the gain or loss on the transaction is recognized in earnings in the
period in which the gain or loss arises. During fiscal 2003, the Company recorded a gain of $8 thousand related
to this option transaction.

Warranty and Indemnification

The Company’s standard license agreement generally provides its customers with a performance warranty
on its software products for a six-month period. Such warranties are accounted for in accordance with SFAS
No. §, “Accounting for Contingencies.” To date, the Company has not incurred any costs related to warranty
obligations.

The Company’s product license and services agreements include a limited indemnification provision for
claims from third-parties relating to the Company’s intellectual property. Such indemnification provisions are
accounted for in accordance with SFAS No. 5. The indemnification is limited to the amount paid by the
customer. To date, claims under such indemnification provisions have not been significant.

Stock-based Compensation

At March 31, 2003, the Company has various stock-based employee compensation plans, which are
described more fully in Note 5. The Company accounts for those plans under the recognition and
measurement provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” and related interpretations. Accordingly, no stock option related compensation expense has been
recognized in the consolidated statements of operations, as all options granted had an exercise price equal to
the market value of the underlying stock on the date of grant. SFAS No. 123, Accounting for Stock-Based
Compensation, established accounting and disciosure requirements using a fair-value based method of
accounting for stock-based employee compensation plans. As allowed by SFAS No. 123, the Company has
elected to adopt the disclosure requirements of SFAS No. 123 and SFAS No. 148, Accounting for Stock
Based Compensation — Transition and Disclosure, an amendment to FASB Statement No. 123. Awards under
the Company’s plans vest over four years. Therefore, the cost related to stock-based employee compensation
included in the determination of net loss for 2003, 2002 and 2001 is less than that which would have been
recognized if the fair-value based method had been applied to all awards since the original effective date of
Statement 123. The following table illustrates the effect on net loss and net loss per share if the fair-value
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based method had been applied to all outstanding and unvested awards in each period using the Black-Scholes

option pricing model and the assumptions discussed in Note 5.
Year Ended March 31,

2003 2002 2001
(in thousands, except per share data)
Net loss as reported ... ..o i, $(11,728) $ (6,269) $ (4,596)
Less: Total stock-based employee compensation expense
determined under fair-value based method for all awards,
net of related tax effects. .. ....... ... ... .. ... .. ...... 4,876 6,280 5,483
Proformaloss ... ... oo $(16,604) $(12,549) $(10,079)
Basic and diluted loss per share - as reported.............. $ (0.60) $ (031) $ (0.23)
Basic and diluted loss per share - pro forma............... $ (0.84) $ (063) $ (0.51)

Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 146, Accounting for Costs Associated with Exit or Disposal Activities
(“SFAS 146”). SFAS 146 addresses financial accounting and reporting for costs associated with exit or
disposal activities and nullifies Emerging Issues Task Force (“EITF”) Issue No. 94-3, “Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an Activity” (including Certain Costs
Incurred in a Restructuring). We were required to adopt SFAS 146, effective January 1, 2003. SFAS No. 146
will be applied prospectively and will depend on future actions taken by the Company.

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148, Accounting
Jfor Stock-Based Compensation — Transition and Disclosure — an amendment of FASB Statement No. 123
(“SFAS 148”). SFAS 148 amends FASB Statement No. 123, Accounting for Stock-Based Compensation, to
provide alternative methods of transition for a voluntary change to the fair-value based method of accounting
for stock-based employee compensation. In addition, this Statement amends the disclosure requirements of
Statement 123 to require prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the method used on reported
results. The Company is required to adopt the disclosure provisions of SFAS 148, for annual financial
statements for the fiscal year ending 2003 and for interim financial statements effective April 1, 2003. The
required disclosures under SFAS No. 123, as amended by SFAS No. 148, are included in the notes to our
2003 consolidated financial statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, Amendment of
Statement 133 on Derivative Instruments and Hedging Activities (“SFAS 148”). SFAS 148 amends and
clarifies financial accounting and reporting for derivative instruments, including certain derivative instruments
embedded in other contracts (collectively referred to as derivatives) and for hedging activities under FASB
Statement No. 133, Accounting for Derivative Instruments and Hedging Activities. The Company is required
to adopt this statement for new contracts and certain hedging designated instruments after June 30, 2003 and
certain provisions of this Statement as it relates to Statement 133 Implementation Issues are effective for
fiscal quarters that began prior to June 15, 2003. The Company does not expect this Statement to have a
material impact on its future consolidated operations or financial position.

In May 2003, the FASB issued Statement of Financial Accounting Standards No. 150, Accounting for
Certain Financial Instruments with Characteristics of both Liabilities and Equity (“SFAS 150”). SFAS 150
improves the accounting for certain financial instruments that, under previous guidance, issuers could account
for as equity. This Statement requires that those instruments be classified as liabilities in statements of
financial position. This Statement is effective for financial instruments entered into or modified after May 31,
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2003, and otherwise is effective for interim periods beginning after June 15, 2003. The Company does not
expect this Statement to have a material impact on its future consolidated operations or financial position.

In January 2002, the EITF issued EITF Issue No. 01-14, “Income Statement Characterization of
Reimbursement Received For “Out-of-Pocket” Expenses Incurred.” EITF Issue No. 01-14 requires reim-
bursements received for out-of-pocket expenses incurred be characterized as revenue in the Statement of
Operations. Upon, application, comparative financial statements for prior periods should be reclassified to
conform to the current classification. The Company adopted the provisions of EITF Issue No. 01-14 effective
April 1, 2002, as required. Accordingly, the Company has reclassified reimbursements for out-of-pocket
expenses in the amount of $427 thousand and $67 thousand previously recorded in cost of maintenance and
services in the accompanying consolidated financial statement of operations to maintenance and service
revenue for the years ended March 31, 2002 and 2001, respectively. In fiscal 2003, reimbursements for out-of-
pocket expenses of $211 thousand were included in maintenance and service revenues. There was no effect on
either the Company’s consolidated operating loss or net loss for fiscal 2002 or 2001.

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The Interpretation
elaborates on the existing disclosure requirements for most guarantees, including loan guarantees such as
standby letters of credit. It also clarifies that at the time a company issues a guarantee, that company must
recognize an initial liability for the fair value, or market value, of the obligations it assumes under that
guarantee and must disclose that information in its interim and annual financial statements. The initial
recognition and initial measurement provisions apply on a prospective basis to guarantees issued or modified
after December 31, 2002, regardless of the guarantor’s fiscal year-end. The Company is required to adopt the
disclosure requirements in the Interpretation for financial statements of interim or annual periods ending after
December 15, 2002. The adoption of this Interpretation on December 31, 2002 did not have a material impact
on the Company’s consolidated financial position or results of operations.

3. Commitments and Contingencies

The Company has various leases for its facilities under non-cancelable operating lease agreements. Rent
expense incurred under these agreements in the fiscal years 2003, 2002 and 2001 was approximately
$2.5 million, $2.2 million and $1.5 million, respectively.

During 1997 and 2001, Novadigm entered into amendments of the Jease for its headquarters. Under the
amendments, Novadigm increased the total leased space and extended the lease term for its original leased
space. Future minimum commitments under all facility leases are as follows (in thousands):

Year Ending March 31,

2008 . $2,223
2005 o 2,009
2006 . ..o 1,787
2007 o 715
2008 .o\ 5
$6,786 -

On November 10, 2000, the Company and Marimba, Inc. signed a memorandum of understanding
settling their patent disputes. Although the terms of the settlement are confidential, it consisted of a cash
payment and the signing of the settlement and patent license agreements. Of the cash received, approximately
$2.2 million was included in other income for the year ended March 31, 2001. The deferred amount is being
recognized as revenue over the expected period of utilization of the patent license agreement. For the years
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ended March 31, 2003 and 2002, approximately $543 thousand in each fiscal year of this amount has been
recognized in license revenue each year.

In March 2002, the Company entered into an unsecured revolving line of credit agreement with a bank
providing for borrowings of up to $1.0 million. The line of credit expired in March 2003 and was not renewed,
and the Company is currently reviewing its banking relationships and alternatives. At March 31, 2003 and
2002, no amounts were due and outstanding under this revolving line of credit.

The Company’s cost for intellectual property acquired in October 2001 was $3.9 million, net of
acquisition costs of $112 thousand, and is payable through the issuance of 212,636 shares of the Company’s
Common Stock and payment of $1.7 million over 9 quarters. As of March 31, 2003, 141,758 shares of
Common Stock had been issued and payments totaling $1,170 thousand had been made. The Company will
issue 23,626 shares and make a cash payment of $195 thousand quarterly through December 31, 2003. The
value of shares to be issued and cash to be paid have been accrued in the accompanying consolidated balance
sheet. Accordingly, $1.3 million and $1.7 million was inciuded in accrued liabilities as of March 31, 2003 and
2002, respectively, and $1.3 million is reflected as long-term liability as of March 31, 2002. The fair value of
the acquired software costs is being amortized over the estimated useful life of the software, which is three
years.

In October 2000, the Company announced its intention to repurchase up to 500,000 of the outstanding
shares of its Common Stock. On August 3, 2001, the Board of Directors increased the number of shares
authorized for repurchase by an additional 550,000 shares. In September 2001, the Securities and Exchange
Commission issued temporary regulations easing restrictions on the repurchases of stock by public companies.
The Board of Directors authorized the repurchase of up to another 250,000 shares after the temporary
regulations were issued. At March 31, 2003, the remaining authorization for all stock repurchases was
approximately 53,700 shares. In May 2003, the Board of Directors increased the number of shares authorized
for repurchase by an additional 500,000 shares.

On July 6, 2001, Beck Systems, Inc. filed a complaint against Novadigm, Inc. and two of its customers in
the United States District Court for the Northern District of Illinois, alleging infringement of two patents held
by Beck Systems. The customers have been dismissed from the lawsuit. Beck Systems alleges that
Novadigm’s manufacture and marketing of its EDM and Radia products infringes on the Beck Systems
patents, Management believes that the Company has meritorious defenses and are defending this suit
vigorously. While management believes the outcome of this complaint will not be unfavorable, any
unfavorable outcome of this litigation could have an adverse impact on the Company’s business, consolidated
financial condition and results of operations.

4, Common Stock

In July 1995, the Company completed a public offering on the NASDAQ National Market of
2,875,000 shares of common stock resulting in net proceeds to the Company of approximately $32.2 million
after offering costs. Since the public offering and through March 31, 2003, the Company has expended
approximately $11.1 million to repurchase approximately 2.2 million of its common shares. In July 2000,
pursuant to the Alliance Agreement with Hewlett-Packard, Novadigm issued 940,000 shares of its Common
Stock and a warrant for an additional 250,000 shares (see Note 9). In October 2001, the Company committed
to issue 212,636 shares of common stock in connection with the acquisition of intellectual property (see
Note 2), of which 141,758 shares had been issued by March 31, 2003.

5. Stock Options and Stock Purchase Plan

At the Annual Meeting of Stockholders in September 2000, the Company’s stockholders adopted and
approved the 2000 Stock Option Plan (the “2000 Plan”) and terminated the 1992 Stock Option Plan, as
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amended (the “1992 Plan”). The 2000 Plan permits the Company to grant incentive stock options to
employees and officers of the Company and nonstatutory stock options to eligible employees, officers, directors
and consultants. Incentive stock options are granted at no less than fair market value at the date of grant based
upon the price per share of Novadigm’s stock on the NASDAQ National Market. Nonqualified stock options
are granted at no less than 85% of fair market value at the date of grant. Accordingly, no options had been
granted for less than the fair market value at the date of grant. Option terms may not exceed ten years and
vesting is determined by the Board of Directors for each individual grant (generally over four years). A total of
2,692,451 shares of the Company’s Common Stock have been reserved for issuance under the 2000 Plan. In
addition, an annual increase in the share reserve is added on the first day of each fiscal year of the Company,
beginning April 1, 2001, equal to the lesser of (i) 750,000 shares, (ii) three percent (3%) of the total
Common Stock outstanding as of the last day of the prior fiscal year, and (iii) such amount as may be
determined by, the Company’s Board of Directors. As of March 31, 2003, options to purchase 2,384,758 shares
of Common Stock have been granted pursuant to the 2000 plan, net of cancellations.

The terms and provisions of the terminated 1992 Plan were essentially the same as the 2000 Plan that
replaced it. A total of 5,200,000 shares of common stock were reserved for issuance under the 1992 Plan and
as of March 31, 2003 a total of 4,649,000 shares were granted, net of cancellations.

In October 1999, the Board of Directors adopted and approved the 1999 Nonstatutory Stock Option Plan
(the “1999 Plan”) and reserved 500,000 shares of common stock for issuance under the 1999 Plan. The Board
of Directors authorized and reserved an additional 250,000 shares for issuance under the 1999 Plan in
February 2000, again in June 2000 and in August 2001. In November 2001, the Board of Directors authorized
and reserved an additional 100,000 shares for issuance under the 1999 Plan. In April 2003, the Company’s
Beard of Directors authorized and reserved an additional 2,000,000 shares for issuance under the 1999 Plan.
Neither the 1999 Plan nor any of the amendments to the 1999 Plan were submitted to the Company’s
stockholders for approval. The purposes of the 1999 Plan are to attract and retain the best available personnel
for positions of substantial responsibility, to provide additional incentive to employees, new officers, directors
and consultants of the Company and to promote the success of the Company’s business. Under the 1999 Plan,
officers and directors are limited to grants at the time of initial service. Option terms may not exceed ten years
from the date of grant and the 1999 Plan will continue in effect until October 25, 2009 unless terminated
sooner. As of March 31, 2003, options to purchase 1,021,083 shares of Common Stock have been granted
pursuant to this plan, net of cancellations.

¢
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The following table summarizes the option activity (in thousands, except per share data):

Shares Weighted
Underlying Average

Options Exercise Price
Balance at March 31,2000 . .......... .. ... . . . e, 3,956 $ 6.63
Granted . ... . e e 1,149 9.91
Exercised .. ... e (633) 4.70
Canceled. . ... {627) 8.31
Balance at March 33, 2001 ... .. ... ... ... 3,845 $ 7.65
Granted . ... 2,217 5.74
Exercised ... ... e (273) 4.49
Canceled. . ... e (107) 10.15
Balance at March 31, 2002 . ... ... ... ..., 5,682 $ 7.01
Granted .. ... 465 4.44
Exercised .. ... . (112) 4.07
Canceled. .. ... (722) 8.41
Balanmce at March 32, 2003 . . .. ... ... 5,313 $ 6.66

At March 31, 2003, 3,502,184 options are vested and exercisable and 586,610 shares of common stock
were reserved for future issuance under these Plans. The weighted average exercise price of exercisable options
at March 31, 2003 was $6.72 per share.

The following table summarizes the information above about options outstanding and options exercisable
at March 31, 2003 (in thousands, except per share data):

Qutstanding Exercisable

Weighted Average
Number Weighted Average Contractual Life Number Weighted Average

Option Price Range of Shares Exercise Price Remaining of Shares Exercise Price
$1.57-8695 . ... ... ... .. 2973 $ 430 6.56 Years 1,976 $ 429
$6.98-$15.25 ... ... L 2,253 9.22 7.15 Years 1,464 9.38
$18.00-$24.63 .. ............. 87 21.10 7.10 Years 62 S21.15
5,313 $ 6.66 6.82 Years 3,502 $ 6.72

The weighted average fair values of options granted during fiscal 2003, 2002 and 2001 were $3.44, $3.81
and $9.08, respectively.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option
pricing model with the following weighted-average assumptions used for grants in fiscal 2003, 2002 and 2001:
risk-free interest rates ranged from 2.9% to 4.7%, expected dividend yields of 0%, expected lives of 5.0 years
and expected volatility of 103%, 79% and 136% for 2003, 2002 and 2001, respectively.

On May 17, 1995, the Company’s Board of Directors adopted Novadigm’s Employee Stock Purchase
Plan (the “Purchase Plan”), which was approved by the stockholders at the Company’s annual meeting on
November 17, 1995. A total of 1,000,000 shares of the Company’s Common Stock were reserved for issuance
under the Purchase Plan. The Purchase Plan covers substantiaily all employees in the United States. The
participants’ purchase price is the lower of 85% of the closing price on the first trading day of the six-month
- trade period or the last trading day of the period. Approximately 113,000 shares were purchased by employees
during fiscal 2003 and 92,000 shares were purchased in fiscal 2002 and 2001. At March 31, 2003, Novadigm
has reserved approximately 516,000 shares for future issuance.

K
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6. Income Taxes

The Company accounts for income taxes pursuant to Statement of Financial Accounting Standards
No. 109 (“SFAS 109”") Accounting for Income Taxes. SFAS 109 provides for an asset and liability approach
to accounting for income taxes under which deferred income taxes are provided based upon currently enacted
tax Jaws and rates.

The components of the provision for income taxes are as follows (in thousands):
For the Years Ended
March 31,
2003 2002 2001

Current
US. Federal . ... .. o e $(73) $— $ 90
Stateand local .......... ... ..o = = 20
Total current ............. ... . $(73) $— 8110

Deferred
US. Federal . . ... . — — —
State and local .. .. ... .. e
Total deferred. . . ... .. . . - = =
Foreign ... ... . o e 718 11 123
Provision for income taxes .. ... r i $645  $11 $2__3_3_

The components of the net deferred tax asset at March 31, 2003 and 2002 are as follows (in thousands):

2003 2002
Deferred tax assets:
Net operating loss carryforwards ............ ... ... o ... $ 18,104 $ 11,676
Reserves and accruals not yet deductible for tax purposes ............ 1,125 1,576
Credit carryforwards . ... ... .. . — 927
Amortization of intangible asset............. ... ... o 11 680
Depreciation ... ... 276 432
Total deferred tax assets .. ... i 19,516 15,291
Valuation allowance . ...t (19,516) (15,291)
Net deferred tax asset ... ... ..ottt e $ —  § —

As of March 31, 2003, Novadigm had net operating loss carryforwards for federal and state income tax
reporting purposes of approximately $42 million as well as foreign net operating losses of approximately
$3.2 million. These carryforwards expire commencing 2012 through 2023. The Company’s ability to utilize the
net operating loss carryforwards in future years may be limited in some circumstances, including significant
changes in ownership interests, due to certain provisions of the Internal Revenue Code of 1986. A full
valuation allowance has been recorded by the Company in the accompanying consolidated financial
statements to offset the deferred tax assets as their future realizability is uncertain considering the Company’s
historical operating results. The Company has not provided federal income taxes on the undistributed earnings
of its foreign subsidiaries as it is the Company’s intention to permanently reinvest undistributed earnings
(approximately $500 thousand as of March 31, 2003).
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The provision for income taxes for the years ended March 31, 2003 and 2002 differs from the statutory
U.S. Federal income tax rate due to the following (in thousands):

2003 2002 2001

(Benefit) provision at U.S. statutory rate .................... $(3,879) $(2,190) $(1,527)
State income taxes, net of federal benefit .................... — (31) 22
Change in valuation allowance ............................. 4,225 2,158 1,615
Provision for foreign taxes .. ........... ...l 718 — 123
Recording deferred tax assets prior to valuation allowance .. .... (419) — —
Other .o e e — 74 —

Total tax provision ............ ... . iiiiiiininy $ 645 § 11 § 233

7. Borrowing Facility

In March 2002, the Company entered into an unsecured revolving line of credit agreement with a bank
providing for borrowings of up to $1.0 million. The line of credit expired in March 2003 and was not renewed
and the Company is currently reviewing its banking relationships and alternatives. At March 31, 2003 and
2002, no amounts were due and outstanding under this revolving line of credit.

8. Major Customers

During fiscal years 2003, 2002 and 2001, only one customer, Electronic Data Systems Corporation
(“EDS”) accounted for more than 10% of the Company’s total revenues. During fiscal year 2003, EDS
accounted for approximately $11.0 million or approximately 20% of total revenues. During fiscal 2002, EDS
accounted for approximately $10.0 million, or approximately 16% of total revenues. During 2001, EDS
accounted for $6.1 million, or approximately 12% of total revenues.

9, Alliance with Hewlett-Packard

In June 2000, Novadigm and Hewlett-Packard entered into a strategic alliance to integrate, market and
sell the Company’s software and content management products with Hewlett-Packard’s HP OpenView
management solutions for the enterprise and service provider markets. In addition to the alliance agreement,
Novadigm and Hewlett-Packard have integrated and jointly marketed their products and provide their
customers the opportunity to replace Hewlett-Packard’s HP OpenView Desktop Administrator (“DTA”)
products and services with Novadigm’s Radia products and services.

As part of the agreement with Hewlett-Packard, the Company issued 940,000 shares of its common stock
to Hewlett-Packard and a warrant for an additional 250,000 shares of its common stock. Both the shares
issued and the warrant contain restrictions. In addition to the agreement, and for a fee of $2.5 million,
Hewlett-Packard was provided a one-year, limited license to upgrade certain existing customers to
Novadigm’s Radia product. The fair value of the equity issued, less the cash received from Hewlett-Packard
and related transaction costs, or $16.1 million, was recorded as an intangible asset at June 30, 2000, and was
being amortized over the initial term of the agreement, two years. The amortization expense for fiscal 2003,
2002 and 2001 was $3.4 million, $8.1 million and $6.0 million, respectively. At March 31, 2003, the net
balance of this intangible asset was $0 (see Note 2) and the warrant was vested and exercisable at a weighted
average exercise price of $20.875. The agreement automatically renewed for an additional year upon
expiration of the initial term.
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10. Related Party Transactions

In July 2002, upon the authorization of the Audit Committee of the Company’s Board of Directors,
Novadigm repurchased, at a 50% discount to the then current market value of the Company’s stock,
494,977 shares of the Company’s Common Stock owned by Albion J. Fitzgerald, the Company’s Chairman
and Chief Executive Officer. The repurchase of 353,536 shares resulted in the payment of a $700,000 margin
loan from a financial institution, and the repurchase of 141,441 shares resulted in the retirement of a personal
loan from Novadigm to Mr. Fitzgerald in the amount of $280,054. As a result of these repayments, there are
no loans outstanding from Novadigm to Mr. Fitzgerald.

In July 1996, the Company loaned Robert B. Anderson, the Company’s Executive Vice President,
Secretary and Director, an aggregate amount of $226,450 for the purchase of shares of the Company’s
Common Stock. The full recourse loan was originally due and payable on July 21, 2000, bore interest at a rate
of 6.04% and was secured by shares of the Company’s Common Stock. In July 2001, the maturity date of the
loan was extended until July 21, 2002 with interest at the rate of 6.04% per annum, and in April 2002, the
Company extended the maturity date until October 21, 2002 with interest at the rate of 2.88% per annum. In
January 1997, the Company loaned Mr. Anderson $38,000 to pay income taxes. That loan was extended until
January 15, 2002, with interest at the rate of 5.90% per annum, and in April 2002, the loan was extended until
October 21, 2002, with interest at the rate of 2.73% per annum. In October 2002, the Company notified
Mr. Anderson that these loans were immediately due and payable. In November 2002, the Company entered
into a management retention agreement with Mr. Anderson, pursuant to which the Company agreed to pay
Mr. Anderson an aggregate of $450,000, with $250,000 payable immediately, $100,000 payable on January 1,
2003, and $100,000 payable on April 1, 2003, provided that Mr. Anderson has remained continuously
employed with Novadigm through those dates. In addition, under the terms of the agreement, Mr. Anderson is
required to repay all retention bonuses previously paid to him under the agreement if, prior to October 1, 2005,
(1) he voluntarily terminates his employment with Novadigm or (ii) Novadigm terminates his employment
for reasons relating to dishonesty or misconduct or, subject to certain conditions, a failure to substantially
perform his duties as an employee of Novadigm. The Company is currently amortizing the retention bonus
payment over the retention period. The unamortized balance is classified under prepaid expenses and other
current assets and other long-term assets in the Company’s accompanying financial statements. In November
2002, Mr. Anderson repaid all amounts owing to Novadigm, under loans extended to him by the Company.

In April 2000, the Company loaned $830,068 to Wallace D. Ruiz, the Company’s Chief Financial Officer
and Treasurer, to permit his exercise of an expiring option to purchase 130,000 shares of the Company’s
Common Stock. The full recourse promissory note, dated April 17, 2000, bore interest at a rate of 6.46% per
annum, was secured by shares of the Company’s Common Stock, and was originally due and payable on
April 17, 2001. In April 2001, the Board of Directors agreed to extend the due date of the loan until April 17,
2002, at an interest rate of 4.63% per annum. During the Company’s fiscal year ended March 31, 2002,
Mr. Ruiz made payments in the amount of $313,000 against the outstanding balance. In April 2002, the Board
of Directors agreed to extend the maturity date of the remaining balance of the loan until October 21, 2002, at
an interest rate of 2.88% per annum.

In October 2001, the Company loaned $197,406 to Mr. Ruiz, to permit his exercise of an expiring option
to purchase 33,000 shares of the Company’s Common Stock. The full recourse promissory note, dated
October 1, 2001, bore interest at the rate of 3.58% per annum, was secured by shares of the Company’s
Common Stock and was due and payable on October 1, 2002.

Mr. Ruiz subsequently repaid portions of the loans. At March 31, 2003, $835,674 in principal and
accrued interest remained unpaid, all of which became due and payable in October 2002 (see Note 12).
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11. Industry and Geographic Area Information

The Company markets its products and related services to customers in North America, the Pacific Rim,
and Latin America (“AAA”), and to Europe, the Middle East and Africa (“EMEA”). The Company
licenses its products outside the United States through wholly-owned subsidiaries and authorized distributors
that act as resellers and service providers within a geographic segment. The Company ships from the United
States directly to all end-users regardless of their location and does not sell products directly to its
international subsidiaries. Consulting and training services are generally supplied by the Company’s wholly-
owned subsidiaries and authorized distributors in the geographic segment. The chief operating decision-maker
of the Company receives and reviews information relating to revenues primarily by geographic area as
disclosed below. Revenue by and total assets by geographic area for the years ended March 31, 2003, 2002 and
2001 are presented below (in thousands):

Total
Revenue Assets
March 31, 2003:
A A A e $26,682  $35,793
EMEA . e e 28,776 15,643
Total . e e $55,458  $51,436
March 31, 2002:
A A e e $34,434  $43,095
EME A . 28,516 17,428
Total o e $62,950  $60,523
March 31, 2001:
A A A e $27,375 $55,177
EMEA . e e 23,138 11,528
Total o $50,513 $66,705

12. Subsequent Events

In September 2002, Mr. Ruiz asserted claims against the Company related to his inability to exercise
expiring options and sell the underlying shares of Novadigm Common Stock during certain times in 1999,
2000 and 2001 due to insider trading restrictions imposed by the Company at those times and due to certain
loans made to him by the Company to allow Mr. Ruiz to exercise those options.

The Company’s Board of Directors appointed one of its outside directors to serve as a special independent
committee of the Board with the authority to investigate Mr. Ruiz’s claims and recommend appropriate action
on the Company’s behalf. The special committee retained independent counse! to assist with that investigation
and to represent the Company’s interests in the matter. After reporting the results of its investigation and its
recommendations to the Board of Directors, the special committee was authorized to negotiate a settlement
with Mr. Ruiz. The special committee and the Board of Directors unanimously approved the terms of the
settlement reached with Mr. Ruiz.

On May 16, 2003, Novadigm reached an agreement to settle the previously disclosed claims that had
been asserted against Novadigm by Mr. Ruiz. Under the terms of the settiement, Novadigm paid Mr. Ruiz
approximately $1,080,000 and Mr. Ruiz repaid to the Company all of the outstanding principal and accrued
interest on loans owed by him to Novadigm through a cash payment of approximately $838,000 and the
surrender to the Company of 126,000 shares of Novadigm Common Stock pledged against repayment of the
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loans. In connection with the settlement of this claim, the Company recorded a charge of $1.1 million in the
fiscal 2003 statement of operations. Novadigm also entered into an Amended and Restated Employment
Agreement with Mr. Ruiz providing for, among other things, an increase in Mr. Ruiz’s base salary to.$225,000
from $210,000 and the payment to Mr. Ruiz of a retention bonus of $450,000, subject to a two-year vesting
schedule.

On May 29, 2003, the Company announced the commencement of a voluntary stock option exchange
program giving non-executive employees the opportunity to exchange outstanding options for the right to
receive new options at a later date. The opportunity to exchange outstanding options expires on July 31, 2003.
The Company’s Board of Directors determined that, because most of the existing options have exercise prices
significantly higher than the current market price per share of the Company’s Common Stock, the existing
options no longer have sufficient value to motivate and retain its employees. Neither the Company’s executive
officers nor its directors are eligible to participate in this option exchange program.

Employees who tender options for exchange will be granted, at their election, either: (i) new options to
purchase three-fourths of the number of shares as the options tendered and accepted for exchange and that
have the same vesting schedules as those of the tendered options or (ii) new options to purchase the same
number of shares as those tendered options and that have vesting schedules that are 18 months longer than
those of the tendered options. The Company plans to grant the new options on or about the first business day
that is at least six months and one day following the date of cancellation of the options accepted for exchange.
The exercise price of the new options will be equal to the fair market value of one share of the Company’s
Common Stock on the new option grant date. The Company currently expects the new option grant date to be
on or about February I, 2004.

Options to purchase 4,191,063 shares of Novadigm Common Stock, with a weighted average exercise
price of $6.74 per share and a range of $1.70 to $24.63 per share, are held by employees eligible to participate
in the stock option exchange program.

The stock option exchange program has been designed to comply with FASB Interpretation No. 44,
“Accounting for Certain Transactions Involving Stock Compensation.” Accordingly, the Company expects
there will be no compensation charges as a result of the stock option exchange program. The terms and
conditions of the stock option exchange program are contained in a Tender Offer Statement on Schedule TO
that the Company filed with the Securities and Exchange Commission on May 29, 2003, and amendments
thereto.
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13. Selected Quarterly Financial Data (unaudited)

REVENUES:

Licenses...........oovvuiniennn.
Maintenance and services .........

Total revenues. . ...............

Quarter Ended

OPERATING EXPENSES:
Cost of licenses — amortization of

intangible asset ................
Cost of maintenance and services. . .
Sales and marketing. .............
Research and development ........
General and administrative ... .....
Amortization of intangible assets . . .

Total operating expenses ........

Operating income (loss) ............
Interest income, net . ...............
Other income (expense), net ........

Income (loss) before provision for

INCOME taxes .. .....vvvvnenn...
Provision for income taxes ..........

Net income (loss) .................

Net income (loss) per basic share(1)

Weighted average common shares

outstanding — basic . .............

Net income {loss) per diluted

share(l) ...,

Weighted average common shares

outstanding — diluted ............

2003 2002

Mar. 31, Dec. 31, Sept. 30, June 30, Mar. 31, Dec. 31, Sept. 30, June 30,

2003 2002 2002 2002 2002 2001 2001 2001

(in thousands, except per share data)

$ 9,606 $ 4,607 $10,552 $ 4,729 $12,365 § 8,632 § 9,074 § 9,087
7,020 6,653 5,961 6,330 5,143 6,615 6,185 5,849
16,626 11,260 16,513 11,059 17,508 15,247 15,259 14,936
334 334 333 334 335 276 — —
3,939 3,392 3,344 3,558 3,241 2,983 2,896 2,982
6,419 6,533 7,132 6,314 7,288 6,856 6,796 6,569
2,456 2,411 2,587 2,595 2,775 2,527 2,538 2,583
2,883 3,396 3,031 2,799 2,505 2,908 2,904 2,729
— — — 2,018 2,018 2,018 2,018 2,018
16,031 16,066 16,427 17,618 18,162 17,568 17,152 16,881
595 (4,806) 86 (6,559) (654) (2,321) (1,893) (1,945)
82 79 112 111 134 88 224 329
(384) 34 (109)  (324)  (145)  (131) 86 (30)
293 (4,693) 89  (6,772) (665) (2,364) (1,583) (1,646)
(116) 553 43 165 11 — — —
$§ 409 §$(5,246) $ 46 $(6937) § (676) $(2,364) $(1,583) $(1,646)
$ 002 § (0.27) $ (0.00) $ (0.34) $ (0.03) § (0.12) $ (0.08) $ (0.08)
19,353 19,455 19,706 20,175 20,100 19,946 19,874 19,885
$ 002 $ (0.27) $ (0.00) $ (0.34) $ (0.03) % (0.12) $ (0.08) § (0.08)
19,361 19,455 20,230 20,175 20,100 19,946 19,874 19,885

(1) Basic and diluted net income (loss) per common share is computed independently for each quarter.
Therefore, the sum of the quarters will not necessarily equal the basic and diluted net income (loss) per

common share for the full year.
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No part of this report may be reproduced or transmitted in any form or by any means, electronic or otherwise, without the express written per-
mission of Novadigm Inc.

Enterprise Desktop Manager, Radia and e-wrap are either trademarks or registered trademarks of Novadigm, Inc. All other product, trademark,
company or service names mentioned herein are the property of their respective owners,

All forward-looking statements included in this document are based upon information available to Novadigm as of the date of the release, and we
assume no obligation to update any such forward-looking statement. Such forward-looking statements are subject ro risks and uncerrainties which
could cause actual results to differ materially from those anticipated.

The Magic Quadrant is copyrighted April 2003 by Garraer Inc. and is reused with permission. Gartner's permission to print its Magic Quadrant
should not be deemed to be’an endorsement of any company or product depicted in the quadrant. The Mggic Quadrant is Gartner's opinion and
is an analytical representation of a marketplace at and for a specific time period. It measures vendors against Gartner-defined criteria for 2 market-
place. The positioning of vendors within'a Magic Quadrant is based on the complex interplay of many factors, Well-informed vendor selection
decisions should rely 6n more than a Magic Quadrant. Gartner Research is intended to be one of many information sources and the reader should
not rely solely on the Magic Quadrant for decision-making. Gartner expressly disclaims all warranties, express or implied of fitness of this research
for a particular purpose.
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